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Local government organisations face a dynamic environment characterised by demographic 
changes, local business cycle changes, and an increase in service demands where they find it 
increasingly difficult to achieve and maintain the level of financial condition necessary to 
achieve organizational objectives. These organisations in developing countries face more 
structural constraints, not least the institutional environment, which further affects their 
financial conditions for delivering services. Therefore, this thesis aims to – a) measure the 
financial condition of municipalities in Bangladesh; b) examine the influence of socio-
economic, demographic, managerial and organizational factors on financial conditions, and 
probe into its determination process through the mediation of Management Control Systems 
(MCSs) of municipalities in Bangladesh; and c) investigate the role of budgetary practices in 
explaining the performances in terms of budgetary and service level solvencies of 
municipalities in Bangladesh.  
This thesis employs a mixed method approach to delve into the research questions to achieve 
the research objectives. While quantitative method is used to achieve the first two research 
objectives, the third objective necessitates employing a mixed method. Using time series data 
collected from archival documents of a representative sample of 72 municipalities in 
Bangladesh, municipal financial conditions are measured for the financial years from 2006-
2007 to 2014-2015 by applying a composite index developed from eleven indicators organized 
under four dimensions. Subsequent to the measurement of financial condition, the influences 
of socioeconomic, demographic, managerial and organizational factors are also investigated 
quantitatively using cross-sectional data for the financial year 2014-15. Based on past studies 
relevant models are developed from which the theoretical relationships of socioeconomic, 
demographic, managerial and organizational factors with municipal financial conditions are 
hypothesized. These predicted relationships are then tested using quantitative data collected 
from primary source by conducting a survey and secondary sources such as archival documents 
and relevant databases of a representative sample of 93 municipalities in Bangladesh. Finally, 
the influences of budgetary practices are investigated by developing two sets of research 
queries in the form of hypotheses and questions involving both the practices and outcomes of 
municipal key budgets. These hypotheses and questions are then examined using a combination 
of quantitative data collected from both primary and secondary sources of a representative 
sample of 93 municipalities, and qualitative data collected from a set of interviews with a 
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selection of municipal managers in Bangladesh. This approach is employed to shed more light 
by the qualitative data on the questions that remained unanswered by the quantitative data.  
Results obtained indicate differences across municipalities in Bangladesh in their overall as 
well as in various dimensions of financial conditions explaining their financial and operational 
strengths and weaknesses. Of the socio-economic and demographic factors, empirical 
evidences provide support for significant positive relationship of disaster susceptibility and 
revenue capacity with municipal financial conditions except for population density, which is 
insignificantly related. As predicted population size is found to be negatively related. Although 
managerial factors such as chief accountant’s competence, managerial involvement and 
autonomy except for mayoral competence are found to be significantly related (controlling for 
revenue diversification and municipal size); their indirect effects on municipal financial 
conditions through the mediation of strategic control systems are found to be insignificant. 
Similarly organizational factors, viz., stakeholders’ engagement, development oriented culture 
and municipal organizational autonomy except for the use of quality information are found to 
be significantly related to municipal financial conditions. These factors for overall 
municipalities do not have significant indirect effects on municipal financial conditions 
through the mediation of enabling budgetary control system, such effects (except for the use of 
quality information) however are found to be significant in cases where municipalities have 
higher revenue diversification and are larger in size. Empirical evidence from a quantitative 
line of enquiry support the significant (insignificant) moderating effect of central government 
influences on the relationship between municipal annual budgetary practices and budgetary 
solvency (multiyear budgetary practices and service level solvency) as hypothesized in the 
study. Qualitative findings further corroborate how institutional impreciseness moderates 
municipal weak annual budgetary practices to remain solvent for their continued existence and 
shed more light on why multiyear budgetary practices suffer from weaknesses thus provide 
better explanations on how municipalities in Bangladesh despite having weaknesses in their 
budgetary practices survive at the expense of their service level solvency.  
Theoretically, this thesis enhances the literature as the measurement of financial conditions in 
one hand enhances the applicability of using indicators existed in the literature in measuring 
the index, on the other hand investigations of the influences of various socio-economic, 
demographic, organizational, managerial factors, management control systems, and budgetary 
practices assist to have deeper understanding on how these factors lead to the determination of 
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municipal financial conditions. Practically, policy makers will find these results useful in 
devising effective transfer policy and monitoring the financial conditions of municipalities, 
managers can derive significant benefits by appreciating the necessity of developing required 
managerial and organizational attributes, and fostering and institutionalizing management 
control systems and practices to achieve and maintain sound financial conditions for 
sustainable municipal services. Future research may be carried out by incorporating other 
relevant variables in the models developed or by looking at similar issues with a sample of 
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Chapter 1 : General Introduction 
This is a ‘thesis by publication’ which consists of five papers on a common research theme. 
While each paper presents relevant literature, research questions, and methodology 
separately, this chapter introduces a number of overarching issues necessary for showing how 
these five separate papers are conceptualised and interrelated to each other. The background 
and context of the study is summarized leading to the identification of research gaps, objectives 
and questions. Relevant literature is reviewed to inform the reader about the current knowledge 
of the concepts used to carry out the research. The overall methodology employed to carry out 
the research is also introduced which is followed by an organization of the thesis.  
Background and the context of the study 
Municipalities in Bangladesh, a type of local government operating in 321 urban areas across 
the country, are responsible for delivering municipal services vested upon them by 
constitutional and other legal promulgations (Dewan and Yamaguchi, 2009). In recent times, 
like local governments in other countries, municipalities in Bangladesh are also facing an 
environment characterised by socio-economic and demographic changes, increasing service 
demands, and more constraints, not least an institutional environment  which restricts their 
fiscal and administrative ability  to deliver services (Fox and Menon 2008; Hossain, 2013; 
Islam, 2015; Moinuddin, 2012; Siddiqui 2005). Similarly, for reasons like tax base erosions, 
declining property values, severe reduction in budgetary resources and stricter budgetary 
limitations, local governments are also facing fiscal distress which affect their service 
deliveries (Coe, 2008; Hendrick, 2004; Thompson, 2017; Trussel and Patrick, 2012; Wang, 
Dennis and Tu, 2007; Zafra-Gomez, López-Hernández and Hernández-Bastida, 2009).   
Fiscal distress is a major concern for local governments across the world (Thompson, 2017; 
Trussel and Patrick, 2012); since fiscally troubled local governments generally respond by 
cutting operating and capital expenditure (Pagano, 2002; Thompson, 2017; Trussel and Patrick, 
2012) which results in service reductions (Honadle, Costa and Cigler, 2004). Moreover, 
furloughing employees, postponing new recruitments, raising taxes and fees, and improving 
productivity are also found to be the most commonly adopted measures by fiscally distressed 
local governments to get rid of financial difficulty (Pagano, 2002). Such reductions in public 
service expenditure may have far reaching ramifications on the level and quality of municipal 
services (Thompson, 2017). Therefore, maintenance of a reasonable level of financial condition 
is a prerequisite for local governments to avoid fiscal stress and cope with the ever-increasing 
challenges (Hendrick, 2004, 2011; Wang et al., 2007; Zafra-Gόmez et al., 2009). This 
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necessitates local governments to develop tools to monitor and evaluate financial conditions to 
avoid financial distress that could affect their financial and service obligations (Wang et al., 
2007). Moreover, they also need to have a clear understanding of the factors, such as 
socioeconomic, demographic, institutional and managerial factors and actions, which can have 
a significant bearing on financial conditions (Hendrick, 2004, 2011; Wang et al., 2007; Zafra-
Gόmez et al., 2009).  
The term financial condition entered the research domain in the 1970s and early 1980s when 
researchers became interested in developing frameworks/models to measure financial 
conditions of troubled cities to detect how fiscal problems potentially could lead to fiscal 
distresses (Hendrick, 2004; Wang et al., 2007; Zafra-Gomez et al., 2009). Since then measuring 
and monitoring financial conditions and understanding their underlying causal factors have 
become a significant research quest (Dollery, Crase, and Byrnes, 2006; Garcia-Sanchez, 
Mordan, and Prado-Lorenzo, 2012; Hendrick, 2004, 2011; Kloha, Weissert and Kleine, 2005a 
and 2005b; Shamsub and Akoto, 2004; Zafra-Gόmez et al., 2009). 
Financial condition is conceptualized variously by different researchers (Clark and Ferguson, 
1983; Groves, Godsey, and Shulman, 1981; Ladd and Yinger, 1989; Kamniker, Kamniker and 
Deal, 2006; Maher and Deller, 2011; Mead, 2001; Miller, 2001; Nollenberger, Grovers and 
Valente, 2003; Rivenbark, Roenigk, and Allison, 2009, 2010; Rivenbark and Roenigk, 2011) 
and till now there is no consensus among them on its generalization (Zafra – Gomez et. al., 
2009). However, the overall notion of financial condition derived from such conceptualizations 
indicates that the concept is often seen in a broader sense to express a local government’s 
capability to meet its current as well as future service and financial obligations (Nollenberger 
et al., 2003; Wang et al., 2007). Financial condition is generally measured by using a composite 
index; however, there are again divergent views among researchers on using different index 
frameworks for its measurement. This is evident in the literature where, instead of using already 
existing frameworks, researchers have developed new models to deal with measurement 
problems ((Dollery et al., 2006; Garcia-Sanchez et al., 2012; Hendrick, 2011; Kloha et al., 
2005a, 2005b; Zafra-Gόmez et al., 2009). Consequently, various frameworks are available for 
the measurement of local governments’ financial conditions (Brown, 1993; ICMA, 2003; 
Kleine, Kloha and Weissert, 2003; Kloha, et al., 2005a; Maher and Nollenberger, 2009; 
Rivenbark, et al., 2009, 2010; Wang et al., 2007). This indicates that depending on the 
availability of data and nature of organizations, financial conditions can be measured using 
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frameworks derived from a wide range of financial indicators (Maher and Nollenberger, 2009; 
Nollenberger et al., 2003; Ritonga, et al., 2012; Wang et al., 2007). 
With regard to the underlying causal factors of financial conditions, a number of studies have 
been conducted to determine the relationships of these factors with financial conditions of local 
governments. A clear understanding of such relationships is required for detecting fiscal 
problems, which is significantly important for municipal stakeholders as this can assist cities 
to avoid fiscal hardships and closure of public services (Trussel and Patrick, 2012). Factors 
studied in this connection include inter alia demographic factors, city size and others (Jacob 
and Hendrick 2013; Ladd, 1992; Navarro-Galera et al., 2015; Zafra-Gómez et al., 2009), 
managerial factors like management capacities (Barrett and Greene, 2000; Dennis, 2004), 
management practices such as budgeting (Krueathep, 2014). These factors are expected to 
influence the financial conditions in different circumstances, especially in developing countries 
where socio-economic and institutional factors operate differently. Considering this 
background, this research intends to study the determinant factors of financial condition of 
municipalities with a special emphasis on the role of MCSs in its determination process in 
Bangladesh.  
Research gap 
The knowledge on the determination process of local government financial conditions is partial 
due to the following reasons. First, past researches mostly focused on developing models and 
frameworks to measure financial conditions of local governments from the context of 
developed countries particularly in the USA (Brown, 1993; Hendrick, 2004; ICMA, 2003; 
Kleine et al., 2003; Kloha, et al., 2005a; Maher and Nollenberger, 2009; Rivenbark, et al., 2009, 
2010; Wang et al., 2007), Spain (Zafra-Gomez et al., 2009), and Australia (Dollery et al., 2006). 
These studies therefore exhibit an overwhelmingly skewed result toward developed countries 
(Kloha et al., 2005a, 2005b; Zafra-Gomez et al., 2009). Only few studies concentrate on the 
measurement of financial conditions of local governments in developing countries such as in 
Indonesia (Ritonga et al., 2012) and Thailand (Krueathep, 2010). Secondly, compared to the 
number of studies on the measurement of financial condition few studies have steered to 
investigate the influences of its determinant factors as well as the role of MCSs in its 
determination process. Studies on this area have usually focused on analysing the effects of 
demographic factors and municipal size (Kloha et al., 2005a; Ladd, 1992) ignoring the impacts 
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of factors related to local governments’ organizational and managerial attributes as well as 
management control systems and practices (Hendrick, 2011).  
Due to significant contextual differences between local governments in developed and 
developing countries (Yilmaz, Beris, and Serrano-Berthet, 2010), the current knowledge on the 
determinants of local governments’ financial conditions suffer from a number of deficiencies. 
For example, although the impacts of demographic factors have extensively been studied, the 
outcomes of such studies may not reflect the prevailing situations in developing countries. This 
is because while cities in developed nations are affected by population and job losses due to 
negative migrations which force them to adopt strategies to increase population growth, cities 
in developing countries suffer from increasing population growth due to rapid rate of 
urbanization resulting in raising service demands (Chauvin et al., 2017). Moreover, past studies 
have ignored the influences of some other important variables such as the impacts of frequent 
natural disasters on municipal financial conditions despite having their significant expenditure 
and revenue implications (Wilson, Reck, and Kattelus, 2015). Therefore, studying the 
influences of socioeconomic and demographic factors on local government financial conditions 
from a developing country’ context is necessary for developing a comprehensive understanding 
on the determinants of financial conditions.  
Although organizational and managerial factors are particularly important for the functioning 
of local governments in developing countries (Yilmaz et al., 2010), past studies have not paid 
adequate attention on examining the influence of these factors on local governments’ 
performances. Due to deficiencies in adopting appropriate decentralization measures along 
with an weak institutional framework, many local governments in developing countries suffer 
from a lack of governance capacity, financial independence, autonomy, organizational and 
managerial capacities, and effective management processes (Yilmaz et al., 2010). Past studies 
suggest that these organizational and managerial variables have significant impact on 
organizational performance (Kawai and Strange, 2014; Nielsen, 2013; Verbeeten and Speklé, 
2015). These factors also have significant influences on managerial adoption of various 
creative and innovative management techniques (Cools, Stouthuysen and Van den Abbeele, 
2017; Ford and Gioia, 2000; Free, 2007; Frow, Marginson and Ogden, 2010; Verbeeten and 
Speklé, 2015). In addition to these organisational and managerial factors, it is important to 
locate how internal organisational processes, such as, MCSs helps to change municipal 
financial conditions. Fewer studies have however examined the role of MCSs in determining 
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organizational performance measured in terms of financial conditions (Hendrick, 2011; Van 
der Kolk, tar Bog and van Veen-Dirks, 2015). 
Furthermore, while local governments in developed countries are mostly governed by 
councillor-manager model where power is vested with elected council, cities in developing 
countries are dominated by mayors who play a prominent role not only in policy formulation 
but also in implementation (Avellaneda, 2008). The existing studies since most of them are 
conducted in developed countries have therefore not considered the influence of the individual 
mayor on local government performance. Moreover, local governments operate in an 
institutional environment characterized by different rules, regulations, organizational norms 
and practices. Such institutional environment aims to facilitate effectiveness and efficiency of 
municipal operation to enhance service performance. However, when these rules and 
regulations are improperly structured or not adequately adhered, they may create confusions or 
create an atmosphere of political manipulation and cliental behaviour. This institutional 
environment, found in many developing countries (Bhattacharya, Momen and Rezbana, 2013; 
Yilmaz et al., 2010), may have significant implications for the management of local 
governments and on their performances. Unfortunately, this important issue has also not been 
given proper attention in past studies. For the reasons stated above, existing literature does not 
provide an adequate explanation on the determination of local governments’ financial 
conditions. This suggests the necessity for broadening our understanding on financial condition 
of local governments specifically by carrying out studies within their socio-economic and 
institutional contexts.  
This study is carried out in Bangladesh, a developing country, where despite the necessity of 
measuring local governments’ financial conditions for evaluating their capabilities of fulfilling 
financial and service obligations, such measurement for municipal organizations until now is 
not available. Therefore, municipal authorities in Bangladesh have little understanding about 
their organizational financial conditions and are not aware whether they are capable of meeting 
their financial and service obligations in short and long terms, balancing budget, satisfying and 
sustaining existing level of service demand, and meeting up increasing demand.  
More importantly, as stated above the measurement of financial conditions is not sufficient for 
sustaining municipal services. Municipal authority also needs to understand the reasons of 
variations in their financial conditions. Due to lack of such information and understanding of 
underlying causes for the variations in municipal financial conditions, policy makers in 
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Bangladesh are finding it difficult to devise effective policies and municipal managers are 
unable to make effective decisions for providing services sustainably.   
Scope of the research 
The study focuses on examining the influences of underlying factors determining financial 
condition of local governments.  More precisely, the study focuses on examining the effects of 
population size, density, disaster susceptibility and revenue capacity on municipal financial 
conditions. For the managerial factors, this study concentrates on mayoral competence, chief 
accountants’ competence, managerial autonomy, managerial involvement likewise for 
organizational factors it focuses on stakeholder engagement, development oriented culture, 
organizational autonomy, and the use of quality information. In addition to examining the direct 
influences of managerial and organizational variables on municipal financial condition this 
thesis specifically investigated how these factors resort to indirect routes through the mediation 
of MCSs: strategic control system for managerial factors and enabling budgetary control 
system for organizational factors in determining municipal financial conditions in Bangladesh. 
Finally, the impacts of institutional influences on the relationships between budgetary practices 
(annual and multiyear) and municipal solvencies (budgetary and service level) are also 
investigated.  
Before studying the impacts of these variables and examining the role of MCSs, financial 
conditions of local government are measured by applying a composite index framework 
developed from financial indictors selected in consideration of the contextual environment of 
local governments in a developing country. Such measurement of financial condition is used 
as the dependent variable for the subsequent studies. While this study initially develops a 
measurement model to ascertain financial conditions of three different types of municipalities, 
subsequent analysis is done on a cross sectional basis to understand the reasons of variations 
in their financial conditions. More specifically, subsequent analysis focuses on investigating 
how municipal financial conditions are affected by key variables. Municipalities in Bangladesh 
are selected as the research site for carrying out the empirical testing of the theoretical 
relationships among the stated variables. This is because Bangladesh being a developing 
country shares the common administrative, political, organizational, cultural characteristics 




The overall objective of this research is to reveal information about the financial conditions, its 
determinants and the role of MCSs in its determination process of the municipalities in 
Bangladesh. The specific objectives of the research are:  
RO1) To measure the financial condition of municipalities in Bangladesh;   
RO2) To examine the influences of socio-economic and demographic, managerial and 
organizational factors on financial conditions, and probe into its determination 
process through the mediation of MCSs of municipalities in Bangladesh; and 
RO3) To investigate the role of budgetary practices in explaining the performances in 
terms of budgetary and service level solvencies of municipalities in Bangladesh. 
Research questions 
Ten research questions under four major themes are employed to achieve the objectives set for 
this thesis. The research questions are as follows: 
A. Measuring financial conditions 
RQ1.  What are the financial conditions of municipalities in Bangladesh? 
RQ2.  How the municipalities are compared in terms of their financial conditions? 
B. Influences of socio-economic factors  
RQ3.  What are the impacts of spending pressure represented by population density, 
disaster susceptibility, population size, and revenue capacity on the overall 
financial conditions of municipal organizations?  
C. Influence of managerial and organizational factors 
RQ4.  What are the influences of managerial factors like mayoral competence, chief 
accountants’ competence, managerial autonomy, and managerial involvement on 
municipal overall financial condition?  
RQ5.  Whether the influences of such managerial factors on municipal overall financial 
condition are mediated by strategic control systems?  
RQ6.  What are the influences of organizational factors like stakeholder engagement, 
organizational culture and autonomy, and the use of quality information on 
municipal overall financial condition?    
RQ7.  Whether the influences of such organizational factors on municipal overall 
financial condition are mediated by enabling budgetary control systems?  
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RQ8.  What are the effects of such relationships between organizational factors, enabling 
budgetary control system and overall financial conditions in the context of 
municipal revenue diversity and size? 
D. Influence of managerial practice 
RQ9.  What are relationships among central government influences, budget and 
municipal performance?  
RQ10.  How central government influences affect the relationships between budgets and 
municipal performances? 
Literature review  
Since this is a ‘thesis by publication’, five interrelated studies are carried out to answer the 
research questions (see chapter 2 to chapter 5). While the relevant literature on conceptual and 
theoretical development for a particular study is presented separately in each paper, this section 
gives a brief overview of the literature to inform the reader about the current knowledge of the 
concepts used in this thesis.     
Financial condition of local Government  
Research on financial conditions of local governments started in 1970s because of financial 
distresses faced by many popular cities like Cleveland and New York. Such a financial distress 
forced many of these municipalities on the verge of financial insolvency and bankruptcy (Kloha 
et al., 2005a; 2005b; Zafra-Gomez et al., 2009). Since then, both academicians and practitioners 
have been trying to understand this concept with a view to developing an early warning system 
to avoid fiscal distress. However, there is no consensus among researchers on generalizing the 
concept of financial condition (Zafra – Gomez et. al., 2009) because it is affected by a range of 
factors such as resource endowment, central government’s policies, and other financial, 
environmental and social factors which may vary depending on the contextual environment 
faced by a municipality. Therefore, the conceptual construct of financial condition cannot be 
precisely defined and measured in absolute term as the best ever measure is subjective as it 
depends on context (Ramsey, 2013).  
Financial condition is conceptualized ‘as a balance or equilibrium between local government 
policy and fiscal environment’ (Clark and Ferguson, 1983). Instead of viewing financial 
condition as the absolute amount of resources available for spending needs, they argue that it 
is about the level of resource available to provide certain services. Specific issues considered 
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in this regard include whether collected revenue burdens revenue base too much and whether 
expenditure is appropriate with spending demands. Similarly, they also view financial 
condition as a function of balancing liabilities with asset, revenue with spending, or providing 
adequate protection against risk. On the contrary, Ladd and Yinger (1989) explain local fiscal 
health as the difference between revenue-raising capacity and expenditure need expressing as 
the percentage of capacity. While revenue-raising capacity in their opinion represents the 
amount of revenue a government can potentially raise from broad-based taxes of its taxpayers 
at a given rate of tax burden, expenditure need corresponds to the financial outlay of a 
government for providing standardized amount and quality of public goods and services. 
Financial condition also refers to an important dimension called service level solvency without 
which a city may be in good financial condition but unable to meet adequate level of 
community services (Groves et al., 1981; Nollenberger et al., 2003). Adopting the definition 
of Groves et al. (1981) and Nollenberger et al. (2003), Wang et al. (2007) conceptualize 
financial condition from the perspective of cash solvency, budgetary solvency, long-term 
solvency and service-level solvency.  
From accounting viewpoint, a number of researchers define financial condition as the ability 
of any public sector organization to settle its obligations without defaulting and finance the 
activities necessary to provide the desired level of services to their constituents (Mead, 2001; 
Kamnikar, Kamnikar and Deal, 2006). While total available resources include measures of both 
internal and external resources, expenditure demand incorporates operating and capital 
expenditures and debt obligations. Therefore, “the gap between expenditure pressures and 
available resources becomes a measure of financial condition” (Miller, 2001, p. 54). Maher and 
Deller (2011) conceptualize financial condition of a local government as its capability to 
maintain current service levels, survive economic distress, and meet up the needs not only in 
growth but also in decline.  
A number of researchers also define financial condition in the context of local governments 
facing financial difficulties. Kloha et al. (2005a, p. 314) for example define financial condition 
in terms of fiscal stress which is “a failure to meet standards in the areas of operating position, 
debt, community needs, and resources over successive years”. Therefore, the existing literature 
on local government financial condition clearly shows the presence of a wide range of 
definitions due to the lack of consensus in reaching a commonly accepted definition. However, 
literature also shows researchers have defined financial condition from two broad contexts, 
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viz., from accounting view point (Mead, 2001; Finkler, 2005; Groves and Valente, 1994; 
Brown, 1993) and from the context of local public services aka need-capacity framework 
(Yilmaz, et al., 2010; Ladd and Yinger, 1989; Bradbury, Downs and Small, 1982). From 
accounting standpoint, which is the focus of this study, financial condition is viewed as the 
capacity of a city to satisfy its financial obligations both in short and long term (Mead, 2001; 
Finkler, 2005; Groves and Valente, 1994; Brown, 1993). While short-term obligations refer to 
the difference between the committed expenses and available resources of a government, long-
term obligations indicate the trend of whether the tax bases of a government can cover up its 
expenditures and future commitment (Kloha et al., 2005a). Researchers defining financial 
condition from accounting view point emphasize on managerial aspects and draw on data from 
budget and other statements in their analysis (Kleine et al., 2003; Maher and Nollenberger, 
2009; Rivenbark et al., 2009, 2010; Rivenbark and Roenigk, 2011;Wang et al., 2007).  
Measurement of local governments’ financial conditions  
Extant literature on local government financial condition mostly focuses on the measurement 
of financial condition and shows that the measurement of financial conditions is highly 
dependent on context (Brown, 1993; ICMA, 2003; Maher and Nollenberger, 2009; 
Nollenberger et al., 2003; Ritonga, 2014; Wang et al., 2007). Consequently, depending on the 
data requirements, assumptions, estimation methods and purposes, researchers use a number 
of analytical procedures to measure financial condition. Such procedures can broadly be 
categorized into five groups, viz., fiscal health analysis, representative approach, gross 
city/county product (GCP), credit ratings approach and financial ratio analysis (Krueathep, 
2010).  
Fiscal health analysis 
Academic researchers in economics, political science and sociology use the framework of fiscal 
health analysis to measure a city’s fiscal condition. The need – capacity gap analysis (Ladd and 
Yinger, 1989), the urban hardship analysis (Nathan and Adams,  1989), the city’s wealth index 
(Clark and Ferguson, 1983) are some of the methods under this framework which is based on 
the statistical relationships between socio-economic conditions and a city’s fiscal performance 
(Kureathep, 2010). Although, this group of analytical approach provides positive findings and 
reliable picture of a city’s financial condition, substantial data dependency (Kreuathep, 2010) 
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and the requirement of advanced statistical analytical skills make this framework not suitable 
particularly for smaller cities (Krueathep, 2010).   
Representative approach 
The representative approach developed by the US Advisory Commission on Intergovernmental 
Relations (ACIR, 1962)  is based on a representative tax system (RTS) or a representative 
revenue system (RRS) indicating a city’s average tax or revenue income and a representative 
expenditure system (RES) indicating a city’s standardized spending. The financial condition of 
a city is measured by the ratio of RTS or RRS to RES and cities with the values of one or 
greater are said to be in relatively strong financial condition (Krueathep, 2010). Although a 
number of researchers use this framework (Berne, 1996; Kincaid, 1989; Mikesell, 2007), 
variations in representative tax structure or standardized unit costs (assumed in this approach) 
as well as lack of sufficient autonomy over applying taxes particularly for smaller cities in 
many developing countries are considered to be the major limitation of this approach 
(Krueathep, 2010).  
Gross city/county product 
Gross city/county product (GCP) is another process for measuring financial condition of a city 
since it can be used as the basis for measuring revenue raising capacity (Martinez-Vazquez and 
Boex, 1997). Being the broadest measure of consumptions and incomes within a city’s 
jurisdiction, GCP is a good representation of a city’s tax base and tax income (Martinez-
Vazquez and Boex, 1997). However, inclusion of economic resources not subject to local 
taxation, exclusion of local taxable incomes or consumptions like transfer payments, crude 
summation of all economic products and usage of a single tax-rate can lead this approach to 
incorrectly estimate a city’s fiscal capacity (Martinez-Vazquez, 1997).  
Credit rating 
Credit rating can also serve as a basis for measuring a city’s fiscal condition since it is 
dependent on a number of factors which determine the city’s both current and future financial 
performances (Lipnick, Rattner and Ebrahim, 1999; Mercer and Goldberg, 1984). Creditors 
consider a city’s economic and demographic factors, legal setup, debt, and management 
strategies and practices in evaluating its credit rating (Lipnick et al., 1999). A city with a 
growing economy and low debt burdens, possessing good management practices in 
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implementing prudent strategies as well as sufficient organizational capacity is likely to receive 
higher credit rating which is also an indication of its strong financial condition (Krueathep, 
2010). This approach has strong political and management implications particularly when a 
city receives a low credit rating (Petersen, 1980). However, due to the requirement of 
substantial analytical judgement and non-incorporation of non-financial information, bond 
rating approach can lead to inappropriate estimation of a city’s financial condition (Krueathep, 
2010; Reck et al., 2004). 
Financial ratio analysis 
The methods used in the final category, financial ratio analysis framework, vary from a basic 
approach of ratio analysis of accounting and financial data (Kleine et al., 2003) to a highly 
sophisticated statistical modelling (Murray and Dollery, 2005). Since this thesis adopts the 
conceptualization of financial condition from accounting viewpoint; therefore, it focuses on its 
measurement using financial ratio analysis. In this approach, financial data from a 
government’s budget, financial statement and other reports are used to calculate ratios for 
different dimensions, which are then used to develop a composite index to express financial 
condition. A variety of models and approaches to measure financial condition based on 
financial ratio analysis are used some of which are discussed below: 
One of the pioneer studies to measure the financial condition of local government based on 
financial ratio analysis is the Fiscal Trend Monitoring System (FTMS) developed by the 
International City/County Management Association  (ICMA)  in 1980 which was revised 
subsequently in 1994 and 2003 (ICMA, 2003). A total of 11 indicators, 6 are financial and 5 
are environmental factors, divided into 45 sub-indicators having the potential of portraying 
financial condition of local governments are used in FTMS. However, as FTMS utilizes too 
many variables, only large local governments that have very comprehensive financial reporting 
systems can use it (Brown, 1993; Kloha et al., 2005a; Rivenbark et al., 2009, 2010). Taking 
into consideration of some of the drawback of FTMS, such as difficulty in conducting regular 
analysis as it consumes substantial time and resources to accumulate data from various sources 
and in communicating its outcome as it is costly, Brown (1993) propose a short 10 point test 
for the assessment of financial condition specially designed for smaller cities with population 
under 100,000. However, Maher and Nollenberger (2009) point out that Brown’s model may 
fail to capture effects of dynamism of activities of local governments.  
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In between the continuum of the overly simple method of quantitative measurement like 
Brown’s 10 Point Test and extremely cumbersome model of qualitative measurement focus 
developed by the Harvard Institute for International Affairs and Indonesia's Department 
Keuangan, a single comprehensive index was developed by Mercer and Gilbert (1996) to 
compare the financial condition of different municipalities as well as to monitor their financial 
condition over time. Marcer and Gilbert (1996) initially select more than 100 measures of the 
categories of revenue and expenditure, taxation, debt burden, economic, or service-level 
indicators, of which they finally select 17 indicators under the categories of revenue and 
expenditure, taxation, debt burden, and economic (Exhibit 2.3). They eliminate service-level 
category on the ground that rather than reflecting actual financial condition measure, this 
category represents the expenditure preference of individual municipality.  
Acknowledging some agreement among scholars to include financial position, financial 
performance, liquidity and solvency to measure financial condition but little consensus on 
which ratios are to be used for this purpose, Chaney, Mead and Schermann (2002) suggest a 
uniform set of ratios while measuring financial conditions of US cities using data from financial 
reports prepared as per Governmental Accounting Standards Board Statement 34. For 
measuring financial position, they suggest the focus of this indicator should be on 
government’s ability to continue to provide basic services. Therefore, it can best be measured 
by unrestricted net asset as a percentage of expenditure because unrestricted net asset is the 
best accumulated resource available for government to cover service delivery expense. They 
recommend a percentage change in total net asset, i.e., change in net asset/total net asset, as a 
measure of financial performance because change in net assets will allow government to 
appreciate the effect of surplus or deficit on total net asset. General revenues such as taxes and 
transfers divided by cost of services, named as general support rule, also measures financial 
performance of a government. They suggest a trend analysis over at least five years for this 
measure as the change in net asset for a single year may not represent a government’s actual 
financial performance (Chaney et al., 2002). For measuring liquidity, they recommend the use 
of quick ratio, i.e., cash, current investment and receivable/current liability, whereas for 
measuring solvency, they suggest leverage and coverage ratios, while leverage ratio is 
measured by long term liabilities divided by total assets, coverage ratio is calculated by 




Kleine et al. (2003) and Kloha et al. (2005a) on the other hand construct a composite index 
consisting of 9 indicators, for recognizing and predicting financial distress of local 
governments of Michigan State. For each of the 9 indictors, they establish performance 
standard to be served as the basis for grading financial conditions of local governments. 
Jurisdictions will not be awarded point for meeting standard for a particular indicator but will 
be penalized by receiving points in case of failure. The nine indicators are carefully selected 
by Kleine et al. (2003) and Kloha et al. (2005a) so that each of them is clearly linked with the 
measurement of a concept from the public finance literature.  
Basing the dimensions and indicators from those used by ICMA (Groves and Valente, 1994; 
Nollenberger et al., 2003) and other researchers (Swanson and Vogel, 1986; Ammons, 2001; 
Honadle et al., 2004; Martell and Smith, 2004; Pagano, 2002), Dennis (2004) constructs a 
composite index of overall financial condition of the states of the USA using 14 indicators 
organized under four solvency levels, such as, cash solvency, budgetary solvency, service level 
solvency and long term solvency. For the same purpose, Wang et al. (2007) on the other hand 
develop a framework of only 11 indicators. They select the indicators that can be measured 
using information available in government-wide statement of net assets and statement of 
activities. However, not all of 11 indicators are selected based on the literature in fact they 
include a few indicators which they think intuitively sensible for the measurement of the 
concept. From these 11 indicators four indices are measured for four dimensions, viz., cash 
solvency, budgetary solvency, service level solvency and long term solvency. For long-term 
solvency index, they reversed the values of long-term liability ratio and long-term liability per 
capita ratio to make them consistent with directions of the values of net-asset ratio. Similarly, 
values of indicators of service level solvency are also reversed in developing service level 
solvency index to allow this index to be included in Financial Condition Index (FCI). 
Additionally, standardized scores are used for some variables to allow equal weighting of 
indicators with small or larger values. Finally, an FCI is measured by weighting and averaging 
standardized scores of the 11 individual financial condition indicators. 
A number of researchers however use more than four dimensions in measuring financial 
condition. For example, Zafra-Gomez et al. (2009) develop a model of 14 indicators organized 
in the dimensions of short-run solvency, budgetary solvency (sub-divided into flexibility, 
independence and sustainability) and service level solvency to assess financial condition of 
local government in Spain. They measure the values of the indicators using mostly financial 
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data; however, for indicators of service level solvency, they select four basic common types of 
services, viz., roads and highways, public parks, street lighting and waste disposal and calculate 
index for each type of services using data on the status of conservation or effectiveness. In a 
similar fashion, Ritonga (2014) use 19 indicators organized in six dimensions, viz., short-term 
solvency, budgetary solvency, long-term solvency, service level solvency, financial flexibility 
and financial independence to measure financial condition of local government in Indonesia. 
While assessing the financial condition of municipalities in Spain, Casal and Gomez (2011) 
apply a method derived from the scheme of Groves et al. (1981), which was reported in ICMA 
(2003), and the framework of CICA (1997, 2007). Casal and Gomez (2011) use homogeneous 
data that are common to all municipalities in their framework. Based on literature and data 
availability they identify 34 indicators. After calculating the value of all of the indicators they 
perform cluster analysis to cluster the indicators in to five dimensions, viz., financial flexibility, 
financial sustainability, short-term solvency, financial vulnerability and service-level solvency. 
Using Principal Component Analysis and following the rule of Casal and Gomez (2011), they 
construct a function to calculate a single value for each dimension in the form of: Function of 
dimension: w1R1 + w2R2 + -------------+ wnRn. While the number of indicators in each 
dimension is determined by previously mentioned cluster analysis, the weight for each 
indicator is determined by percentage by which variance is explained (Casal and Gomez, 2011).
     
Some researchers such as Kamnikar et al. (2006) use the financial analysis tools commonly 
used in business sector such as liquidity ratio, leverage ratio and continuing service ratio to 
measure financial condition of local government. While liquidity ratio, cash and quick assets 
divided by current liabilities, illustrates a local government’s ability to settle its current 
liabilities, leverage ratio, total liabilities divided by total assets, and continuing service ratio, 
unrestricted net assets divided by expenses, demonstrate its amount of assets financed with 
debt and level of unrestricted assets to provide service on continual basis, respectively 
(Kamnikar et al., 2006).   
The review of the existing measures of local government financial condition explicitly show 
that these frameworks or models were developed to measure financial conditions of local 
governments in developed countries mostly in the USA (Brown, 1993; ICMA, 2003; Maher 
and Nollenberger, 2009; Nollenberger et al., 2003; Wang et al., 2007) with the exception of 
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local governments in Indonesia (Ritonga, et al., 2012) and those in Spain (Casal and Gomez, 
2011; Zafra-Gόmez et al., 2009). These studies suggest there is no single set of indicators 
applicable for all organizations (Hendrick, 2011), instead scholars, depending on the 
availability of data and nature of organizations studied, use a wide range of ratios in measuring 
financial condition (Brown, 1993; ICMA, 2003; Maher and Nollenberger, 2009; Nollenberger 
et al., 2003; Ritonga, at el., 2012; Wang et al., 2007). Although measurement of financial 
condition provides officials with information necessary to evaluate and monitor a government 
ability to meet its ongoing financial, service and capital obligations (Rivenbark and Roenigk, 
2011), measurement, as such, does not suffice because it does not explain how various 
constituent indicators, i.e., ratios change. This therefore implies the necessity to understand 
how different factors influence either the numerators or denominators of different ratios 
contributing to the determination of local governments’ financial conditions. 
Determination process of financial condition of local government 
As stated before, the financial condition of a local government demonstrates its capacity of 
meeting financial and service obligations (Jacob and Hendrick, 2013; Wang, at el., 2007). This 
basic definition of financial condition, in a quite logical consequence, raises a number of 
pertinent questions on what types of obligations either all or only the primary ones to whom 
either current or future generations or residents or non-residents, the government needs to fulfil, 
at what levels for how long, to be considered for determining financial condition (Hendrick, 
2011). Although incorporating answers to all these various issues in the definition of financial 
condition may not be necessary, it requires informed judgement and logical reasoning in 
deciding what to include or not, which makes the concept very complex and susceptible to 
multiple interpretation; therefore, determination of financial condition can best be 
conceptualized by a model, as illustrated in Figure 1-1. 
As the Figure 1–1 illustrates financial condition of a local government is a function of the 
fiscal opportunities, demands, constraints and responsibilities arising out of its fiscal and 
political environment, and the policy choices that government officials make in response to 
them (Hendrick, 2011). While external fiscal and political environments represented by the 
outer rectangular boxes in one hand determine the boundary of municipal financial condition 
by indicating available resources and expenditure needs and the overall size of the municipal 
government (Barker, Buckle, and St Clair, 2008; Hendrick, 2011; Jacob and Hendrick, 2013; 
Nollenberger, et al., 2003), the policy and financial cycles represented in the municipal 
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organizational environment on the other are responsible for the development and 
implementation of municipal fiscal policies and strategies taking the dynamism in fiscal and 
political environments into consideration (Nollenberger, et al., 2003; Wilson et al., 2015; Jacob 
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      Source: Adapted from Hendrick, (2011) and Van Dooren, Bouckaert and Halligan (2015) 
Figure 1-1: Financial condition determination process. 
The boundary of financial condition defines the municipal fiscal policy space (Heller, 2005; 
Hendrick, 2011) within which municipal officials formulate fiscal policies and strategies 
culminating to the development of municipal fiscal structure, i.e., composition of the levels and 
types of taxes and revenues, spending, assets and liabilities, and size of the municipal 
government (Hendrick, 2011). The fiscal policies that the municipal management chooses and 
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the management practices that it adopts to implement the chosen policies determine the extent 
to which the endogenous fiscal structure is balanced with exogenous fiscal policy space, which 
in consequence determine municipal financial condition (Jacob and Hendrick, 2013). For 
example, choice and implementation of current fiscal policies can impact the revenue – assets 
and spending – liabilities dimensions of financial condition in both current and future time 
period. Policy choices on the level of revenue to be collected and short-term assets like cash 
on hand to be maintained affect short-term solvency, similarly decisions on investment to 
undertake and long term assets to be acquired affect long-term solvency by influencing future 
revenue streams and obligations (Hendrick, 2011).  
These processes of the determination of financial condition therefore suggest its determinants 
emanate either from sources influencing fiscal policy space or from sources affecting fiscal 
structure (Hendrick, 2011). 
Determinants of financial condition of local government 
Fiscal policy space 
Fiscal policy space as defined by Pagano and Hoene (2010) is the set of exogenous factors that 
city officials must consider in operating, deciding and creating their organizational fiscal 
policies. The development committee of the joint World Bank – IMF board on fiscal policy 
and growth (Development Committee, 2006) define fiscal space as “the gap between the 
current level of expenditure and maximum level of expenditures a government can undertake 
without impairing its solvency”. Heller (2005, p. 2) on the other hand defines fiscal space as 
“the availability of budgetary room that allows a government to provide resources for a desired 
purpose without any prejudice to the sustainability of a government’s financial position”.  Roy, 
Heuty and Letouzé (2009) view fiscal space as “concrete policy actions for enhancing domestic 
resource mobilization, and the reforms necessary to secure the enabling governance, 
institutional and economic environment for these policy actions to be effective”. These 
definitions suggest fiscal space of a government demonstrates its expenditure demands and the 
sources of resources for fulfilling those demands (Heller, 2005).  
Researchers have attempted to identify the factors responsible for the expenditure demands and 
the availability of resources of local governments. These factors eventually influence their 
financial conditions by creating their fiscal spaces. Factors studied in the past researches are 
briefly discussed below: 
19 
 
Socio-economic and demographic factors 
The socio-economic conditions and demographic situations of central as well as local 
governments are important determinants for creating local fiscal policy space as these factors 
affect revenue capacity and expenditure levels (Zafra-Gόmez et al., 2009). For example, Dye 
(1984) argues shifting industries and businesses as the cause of cities’ fiscal stresses due to 
significant reduction in revenue generation from losses of jobs and businesses. Such argument 
is supported by empirical studies carried out during 1970s and 1990s (Dearborn, Peterson and 
Kirk, 1991; Dluhy and Frank, 2002; Ladd and Yinger, 1989). Similarly Zafra-Gόmez et al. 
(2009) also report that level of industrial activity is significantly and positively related with the 
amount of fiscal revenue of Spanish local governments.  
Migration of population from core of urban cities to suburban areas leading to the phenomenon 
commonly known as suburbanization model is also found to be affecting fiscal space as it 
decreases the scope of revenue generation which eventually leads to urban fiscal distress 
(Krueathep, 2010). This suggests population size, density and age structure are also important 
determinants of cities’ financial conditions through their effects on the creation of fiscal space. 
Nollenberger et al. (2003) argue that the increase in a municipal population size is likely to 
expand its revenue base but it also increases its spending needs due to extra service demands. 
Zafra-Gόmez et al. (2009) report a significant negative relation of dependent population size 
with cities financial condition since they increase the service demand without contributing 
much to revenue generation. Similarly, Hyman (1993) also contends that population size 
affects both demand and supply of goods and services; while an increase in population requires 
additional supply of goods and services leading to increase in demand; it also increases supply 
of services due to economies of scale because of a larger population size. However, the effect 
of increasing population size on the demand side as found by Hyman (1993) is greater than that 
of the supply side leading to an increase in demand. Likewise, a number of researchers also 
suggest that increased population will lead to increased demand which will deteriorate financial 
condition unless local government organisations realize additional revenue to fulfil this extra 
demand (Jones and Walker, 2007; Wang et al., 2007).  
Population density is another determinant that is also likely to affect fiscal space since it 
influences production costs of goods and services as Carruthers and Ulfarsson (2008) argue a 
city needs to be at an optimal size to produce and provide public services at a lower average 
cost. The possibility of maximizing economies of scale increases with the rise of the level of 
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production up to a certain level (Carruthers and Ulfarsson, 2008). Therefore, population density 
helps to reduce per capita cost of service provision which in turns affect the creation of fiscal 
space (Carruthers and Ulfarsson, 2008; Nollenberger et al., 2003). On the other hand Ladd 
(1992) suggest the existence of U-shaped relationship between population density and public 
sector spending where public spending increases with increasing population density except for 
sparsely populated cities.  
Disaster risk as suggested by Nollenberger et al., (2003) is an important determinant factor for 
local government financial condition because of its expenditure and revenue implications 
(Wilson et al., 2015). This variable is specifically important for local government organisations 
in developing nations as they are vulnerable to natural hazards particularly due to climate 
change (Birkmann et al., 2015).  Despite its significance this factor however has not been 
investigated in terms of their influence on local government financial condition in the existing 
literature.  
As revealed much of the past studies on investigating the determinants of local governments’ 
financial conditions are mainly carried out in developed nations. These studies however may 
not reflect the situation in developing nations where municipal organizations operate in 
significantly different environment. Therefore, a significant gap exists in the literature on 
examining the relationship between financial conditions and factors specifically linked to the 
contextual socioeconomic environment faced by local government organisations in developing 
countries. 
Intergovernmental factors 
Local governments work with local communities to provide services and are allowed to raise 
revenues from sources devolved from the central government. Therefore, the policies, 
regulations, unfunded or underfunded mandates and laws of higher-level governments can 
influence local financial condition either by affecting both fiscal space and fiscal structure 
(Beckett-Camarata, 2004; Carmeli, 2008; Kemmet, 2003). Fiscal transfers are one of the most 
important intergovernmental factors that affect directly local fiscal space since central 
government transfer is a crucial source of finance for subnational governments irrespective of 
their level of decentralization (Bird and Smart, 2002; Schroeder, 2007; Veiga and Veiga, 2013; 
Wang, Zou and Wang, 2014). Although, the importance of transfers diminishes as local 
government organisations become financially self-sufficient, it is still a major source of finance 
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for such organizations in developing and transitional countries (Bahl, 2000). Past research on 
central government transfers suggest that fiscal imbalances – which are the natural outcomes 
of any attempt of devolving political, administrative and fiscal responsibilities from central to 
local government (Schroeder, 2007) – are usually balanced by wider tax based revenue sources 
and are generally administered by central governments (Veiga and Veiga, 2013). Therefore, 
transfer from central government being a dominant feature of public finance (Bird and Smart, 
2002; Wang et al., 2014) has been extensively studied, which has led to the development of a 
significant body of knowledge in public finance literature (Bird and Smart, 2002; Schroeder, 
2007; Veiga and Veiga, 2013; Wang et al., 2014).  
While one stream of such research focuses on the design and formulation of transfer system, 
other streams investigate their impacts on various aspects of subnational governments. 
Researchers under the latter group make two central claims about impact of transfers on local 
government expenditure (Baekgaard and Kjaergaard, 2016). First, the flypaper effect 
hypothesis suggests that compared to constituents’ rising private income, increase in central 
government transfers results in higher public expenditure in local government (Baekgaard and 
Kjaergaard, 2016). A number of empirical studies supported this theoretical relationship (Borge 
and Rattsø, 2008; Dahlberg et al., 2008; Deller and Maher, 2006; Kjaergaard, 2015; Mehiriz 
and Marceau, 2014). Second, the asymmetrical response hypothesis predicts that local 
government receiving higher grants will increase expenditure to provide more services but 
those receive smaller grants will raise more tax keeping services and public spending 
unchanged (Baekgaard and Kjaergaard, 2016). Empirical studies however produce mixed 
results as some supported the hypothesized relationship (Deller and Maher, 2006; Kjaergaard, 
2015; Lago-Penas, 2008) while others do not support the relationship (Gamkhar, 2000; 
Gamkhar and Oates, 1996). 
Fiscal policy choices 
As stated, the government financial policies are about choices that officials make about 
revenues, spending, assets and liabilities. For example, governments decide the levels and types 
of taxes to be collected from various tax bases, levels of spending for current operation, levels 
of capital expenditure and debts, amounts of revenue to reserve, and related others. The 
combined outcome of these policy choices is termed as a government’s fiscal structure that can 
influence the government’s financial condition (Hendrick, 2011). For example, current policies 
may affect the revenue – assets and spending – liabilities dimensions of financial condition in 
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both current and future times. Such as decisions on levels of revenues to be collected and liquid 
assets to be maintained are part of short – term financial condition or solvency, likewise current 
investment decisions have long – term consequences. Regarding spending and liabilities 
current decisions on debt, pensions, deferred capital purchase or maintenance can affect future 
obligations. Similarly, current decisions also determine the level of services and goods 
provided and types of obligations to be fulfilled, like payment to vendors, employee 
compensation and others. Such policy choices may affect governments’ financial conditions 
depending on how the resultant fiscal structure is balanced with, adapted to, and even improved 
by changes in the demands, pressures, opportunities, constraints, and likely future changes in 
the environment (Clark and Ferguson, 1983). A number of factors affect government officials’ 
policy choices that can be categorized as managerial and institutional or organizational factors 
(Hendrick, 2011). A brief discussion about these factors is given below: 
Managerial factors 
Researchers on local governments’ financial conditions also underscore the importance of 
external factors, in particular those in developed countries, such as, in the USA (Kloha et al., 
2005a). This is because structural mechanisms whereby appropriate policies are devised to 
resolve financial problems play significant role in determining local government financial 
conditions (Hendrick, 2011; Jacob and Hendrick, 2013). The role of management has been 
viewed as the main intervening variable in determining financial condition since Ingraham and 
Donahue (2000) suggest that government performance depends on its management capacity 
particularly on its leadership. They also suggest that the way management functions are 
performed affects the management system as whole.  
A number of researchers argue that management behaviour often leads to fiscal stress 
(Chapman, Gakuru and Klerk, 2003; Kloha et al., 2005a, 2005b; Martell and Teske, 2007).  
Such behaviour may include corruption, management incompetency leading to inaccurate 
revenues and expenditures estimation, unscrupulous borrowing and others. Researchers found 
some elements of mismanagement were responsible for financial distresses in cities like New 
York City’s fiscal crisis during the 1970s (Fuchs, 1992; Tabb, 1982), the Orange County’s 
financial bankruptcy in 1994 (Baldassare, 1998) and the fiscal distress in the city of Miami in 
1996 (Dluhy and Frank, 2002). Inappropriate fiscal management as suggested by Cahill et al. 
(1994) includes not only officials’ failure to manage resources wisely but also other forms of 
their action or inaction. This is evident in the study of Clark and Ferguson (1983) who identified 
23 
 
bureaucratic expansion as a type of managerially induced distress where elected and appointed 
officials tended to inflate government programs and activities without giving due regard to 
revenues to finance such programs or activities. 
As a part of the government performance project (GPP), Barrett and Greene (2000) using 
extensive surveys, interviews and other data graded the performances of 35 largest city 
governments in America. Their grading of cities was based on the individual grading of 
financial management, human resources, information technology, capital management, and 
managing for results. Similarly, inadequate capacity of managing financial affairs as suggested 
by Honadle (2003) is one of the most important constraints for local governments’ failure to 
deal proactively with fiscal problems. The superiority of top management team is also found 
to be very important in dealing with local government financial difficulties as Carmeli (2008) 
specifically underscores top management strategic role in organizing and directing 
organizational activities through its decision on devising and implementing strategic and 
operational decisions. Acknowledging the importance of competent top management with 
superior complementary skills in outperforming rivals, Carmeli and Tishler (2006) suggest 
local governments should consider professionalism not political identity while recruiting staffs 
for dealing with their organizational financial problems. The relation between management 
competence and local government performance is supported by the study of Carmeli (2006) 
who, in a study of 111 localities in Israel, reports a positive relationship between the managerial 
skills and organisational efficiency as represented by collecting efficiency ratio and surplus 
(deficit) ratio performance measures. 
Moreover, a large body of literature exploring the influences of managerial factors on 
organizational performances in both public and private sectors offers several insights. These 
factors range from competency of top executives to managerial autonomy and involvement 
(Avellaneda, 2012; Lambert and Pezet, 2011; Uzkurt et al., 2013; Riordan, Vandengerg and 
Richardson, 2005). Such studies explicitly suggested that managerial factors are instrumental 
in devising and implementing public policies and strategies (Burkert and lueg, 2013; Chenhall, 
2003; Elbanna, Andrews, and Pollanen, 2016; Lueg and Radlach, 2016; Riordan et al., 2005; 
Widener, 2007) that can have significant ramification on balancing organizational fiscal 




Despite suggesting the importance of organizational factors in determining local government 
financial conditions (Carmeli, 2008), a few studies have examined the impacts of such factors 
in the existing literature. The performances of local governments as suggested by Yilmaz et al. 
(2010) depend on the extent to which such organizations are able to manage their own affairs 
independent of their higher level governments (Bovaird, Löffler and Martin, 2003). 
Organizational factors which constitute these local governance frameworks can affect 
performances through their influence on the interactions on local actors (Bovaird et al., 2003; 
Sørensen and Triantafillou, 2013). 
In private sector multinational organizations, a number of studies based on resource-based and 
network theories suggest that granting increased autonomy to foreign owned subsidiaries leads 
to enhanced performance since this allows subsidiaries to take advantages of locally available 
resources (Holm and Pedersen, 2000; Peng, 2001). In an empirical study on investigating this 
theoretical linkage of autonomy and embeddedness with performance of foreign owned 
subsidiary in host locations, McDonald, Warhurst and Allen (2008) reports that increasing 
operational decision-making autonomy is significantly related to organizational performances. 
Similarly, while investigating the effects of external uncertainties and intra-multinational 
enterprise coordination on the performance benefits of subsidiary autonomy Kawai and Strange 
(2014) using cross-sectional data collected from 88 European subsidiaries of Japanese 
multinational enterprises report that subsidiary autonomy has a greater impact upon 
performance (a) under conditions of technological uncertainty; and (b) when expatriate 
involvement is high. Such research outcomes in private sector are also disseminated to public 
sector as Lonti and Verma (2003) argue that increased organizational autonomy links to 
enhanced performance due to increased employee involvement. Similarly, Wynen, Verhoest 
and Rübecksen (2014) provide empirical evidence on the significant association of 
organizational autonomy and result control with internal decentralization.  
Stakeholder engagement is an effective way of enhancing local governance performance since 
it promotes equity, learning, trust and respect among stakeholders (Luyet et al., 2012). 
Although there is a lacking of empirical study investigating the impact of stakeholder 
engagement on organizational performance, a number of studies examined this linkage 
theoretically. For example, Poister and Streib (1999) argue that stakeholder engagement 
ensures efficient implementation of strategies, as engaged employees are motivated to exert 
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full effort to execute organizational policies and strategies. Creighton (1981) on the other hand 
suggests that stakeholder engagement improves stakeholder trust by demonstrating 
accountability and transparency in organizational decision-making (Bryson, 2004). In an 
empirical study on “Why Decisions Fail” Nutt (2002) reported an association between paying 
no attention to stakeholders and decision failure. 
Organizational culture is a significant factor affecting local governance because of its influence 
on the behaviour of organizational members (Fey and Denison, 2003; Gregory et al., 2009). 
Past studies on organizational culture provide insights that shed light on the theoretical linkage 
between culture and organizational performance. Organizational culture that promotes 
involvement and adaptability is found to be correlated to organizational innovativeness 
(Denision, 1996; Denison and Mishra, 1995; Fey and Denision, 2003). Organizational 
innovativeness can lead local governments to achieve sound financial condition.  Zafra-Gómez 
et al. (2016) provides empirical evidence which depicts that by adopting innovative ways, 
municipalities may get rid of financial hardship; such innovative initiatives include 
privatization of service provision or creation of agencies such as private firms or facilitating 
inter municipal cooperation (Hood, 1995; Warner and Hebdon, 2001; Warner, 2006). 
Flowing quality information through the network of local stakeholders is required for 
developing capacity of a governance system to respond more quickly and intelligently (Innes 
and Booher, 2003). Past studies suggest that use of quality information (UQI) facilitates 
managerial decision-making that in turn is related to organizational performance. For example, 
Cheng, Ioannou and Serafeim (2014) argue that increased availability of  quality of financial 
data, a form of UQI, assist organizations in securing better access to finance by facilitating 
increased transparency and enhanced stakeholder engagement through better reporting. Such 
reporting also enhances the quality of governance that helps organizations to secure capital at 
reduced cost that eventually influences their performances (Chen, Chen and Wei, 2009). 
Management control systems 
Despite their importance and significance, the influences of organizational and managerial 
factors linked to local governance have not been adequately investigated. Past studies on 
investigating the influences of such factors on financial conditions are partial, not least as it 
ignores internal use of organizational processes, especially the role of strategic control system 
(SCS) which combines interactive and diagnostic aspects of MCSs (Goold, 1991; Ittner and 
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Larcker, 1997). The impact of managerial factors along with the use SCS for delivering the 
required results remain relatively unexplored except for few studies (Miller, Wilson and 
Hickson, 2004) such as, the role of budget underpinning poor local government fiscal 
conditions (Krueathep, 2014) and the impact of management capacity on local government 
financial performance (Dennis, 2004; Hendrick, 2011). Due to the dearth of studies our 
understanding on the relation between managerial factors and SCSs, and their combined effects 
on local government financial conditions is however limited (Hendrick, 2011; Johnsen, 2015).  
Moreover, past studies on such factors also show that they are related to MCSs because of their 
significant influence on managerial adoption of various creative and innovative management 
techniques (see for examples, Ford and Gioia, 2000; Free, 2007). Budgetary control systems 
being the most extensively used MCS (Covaleski, Evans III, Luft and Shields, 2003; Davila 
and Wouters, 2005; Van der Stede, 2001) have received significant attention in management 
accounting literature. Such studies focused on a variety of issues on budgetary control 
including tight budgetary control, and organizational performance (Anthony and Govindarajan, 
1998; Callahan and Waymire, 2007; Johansson and Siverbo, 2014; Van der Stede, 2001), 
budgetary control and slack (Van der Stede, 2000), and budgetary control and strategic change 
(Abernethy and Brownell, 1999; Chong and Mahama, 2014).  
Past studies on organizational MCSs focus on their roles as diagnostic tools for assessing and 
rewarding managerial performance, budget in this sense are used as tight control system where 
managers’ performances are evaluated primarily on their ability to achieve budgetary goals 
(Anthony and Govinadarajan, 1998). The major focus of this tight control system is to ensure 
that employee behave in accordance to organizational wishes (Merchant, 1998). However, such 
rigidity of budgetary control may result in dysfunctional behaviour as Van der Stede (2000) 
argue that in such case managers may look for ways to protect themselves from the downside 
risk of missing budget targets by negotiating with setting achievable budget targets or by 
focusing more on improving current performance at the expense of organizations’ long-term 
effectiveness. He also provides empirical support that “reducing one form of dysfunctional 
behaviour (slack creation) through rigid control seems to spill over into another form (strong 
management focus on business matters that affect short-term results)” (Van der Stede, 2000, p. 
609). Callahan and Waymire (2007) who examine the relationship between tightness of 
budgetary controls measured in terms of budget variances and organizational performance as 
represented by bond rating in the context of cities and provide empirical evidence that effective 
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level of budgetary control rather than tight budgetary control is positively related to bond 
rating. They conclude that city managers can consider effective level of budgetary control if 
they are willing to maintain and improve their municipal bond rating to manage debt costs. 
Opposite to the diagnostic use of tight budgetary control, researchers also concentrate on 
interactive use of budgetary control systems where they emphasize on aligning managers’ 
remuneration packages with organizational strategy (Salter, 1973).  In an empirical study on 
this line of research, Govindarajan and Gupta (1985) provide evidence that remuneration 
package is more effective in achieving higher organizational perceived performances when 
employee remuneration is correctly aligned with organizational strategies. Abernethy and 
Brownell (1999) argue that interactive use of budget can foster managerial learning in the 
formulation and implementation of strategies for responding and adapting to organizational 
operating environment. They empirically study the relationship between strategic change, style 
of budget use and organizational performance and provide evidence that interactive style of 
budget use assists organizations to deal effectively with the disruptive performance effects of 
the strategic change process. Drawing on Simons’ levers of control, Chong and Mahama (2014) 
investigate the effects of interactive and diagnostic uses of budgets on team effectiveness 
through the mediation of perceived collective efficacy. Using survey data on biotechnological 
firms they provide evidence supporting direct positive relation between interactive budget use 
and team effectiveness and partial mediation through perceived collective efficacy but not for 
such relationship with diagnostic use of budgets on perceived collective efficacy and team 
effectiveness. 
Some researchers also studied budget as a combination of control systems. For example, Frow 
et al. (2010) suggest continuous budgeting as a means to meet need of budgetary targets and 
the need for more flexible and innovative forms of management. Drawing on qualitative data 
derived from case study, Frow et al. (2010) find that by integrating different uses of budgeting 
with other MCSs, continuous budgetary processes encouraged managers to use their discretion 
in dealing with operational issues in the face of unexpected circumstances. This enabled 
managers’ flexibility in prioritising activities, revising plans, reallocating resources in 
commensuration with strategic changes. They conclude that such feature of budgeting instead 
of not being an obstacle contributes effectively to both the flexibility and financial discipline 
for effective strategic implementation. Cools et al. (2017) find that while creative organizations 
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characterized by expected creativity use budget interactively, such organizations emphasizing 
responsive creativity use budget diagnostically.  
These studies therefore signify the importance of flexibility in budgetary control systems for 
dealing with strategic uncertainty. Researchers suggest that MCSs designed and developed as 
enabling control by incorporating the four generic features: repair, internal transparency, global 
transparency, and flexibility (Adler and Borys, 1996) can foster organizational learning 
(Ahrens and Chapman, 2004) and assist better understanding of the interrelations between 
organizational processes (Henttu-Aho, 2016). However, there is a dearth of studies in the 
literature on examining the enabling feature of budgetary control systems more precisely how 
organizational factors influence the development of budget as enabling control systems 
(EBCSs) and providing empirical evidences on the relationship between EBCS and 
organizational performance in governments at sub-national levels. 
Management practices 
As stated the existing literature focusing on studying factors influencing government financial 
condition is mostly limited to investigating external socioeconomic and environmental factors 
(Krueathep, 2010; Shamsub and Akoto 2004) leaving municipal internal financial management 
process and practices relatively unexplored (Hendrick, 2011). Having a clear understanding 
about the influence of organizational management practices on municipal financial condition 
deserves researchers’ attention since empirical evidences suggest that bad management 
practices deteriorate local governments’ financial condition despite having adequate wealth 
and fiscal capacity (Hendrick, 2011; Krueathep, 2010).  
The budgetary processes being the most extensively used management process have significant 
influences on municipal organizational performances as it affects three basic levels of public 
sector budgetary outcomes: aggregate fiscal discipline, allocative effectiveness and operational 
efficiency (Schick, 1998; Von Hagen, 1998). However, municipal institutional environment in 
developing countries is characterized by interference in all aspects of their organisational 
processes and decision making as they are not financially independent and operate under strict 
control of their upper level governments (Shah and Shah, 2006; Yilmaz et al., 2010).  
Therefore, municipal budgetary processes in such context are significantly affected by central 
influence, which in turn affect various municipal solvency levels (Hendrick, 2011). Such an 
influence can take many forms. For example, as the ex-ante controls in the form of 
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constitutional or administrative constraints or any other institutional rules or norms those 
central governments impose on subnational governments to restrain their expenditure or restrict 
their access to capital markets or borrowing (Ter-Minassian, 1996). 
In general, the institutional environment of local government organization is categorized by 
government rules, regulations, and organizational norms and practices, which affect municipal 
budgetary practices in order to control or regulate budgetary outcomes. Municipal budgetary 
process was influenced by the activities of central government. It is therefore necessary to 
examine how municipal management make budgetary decisions about collecting revenues 
from various sources and allocating them among competing claimants on priority basis and 
constraining expenditure severely to maintain fiscal discipline (Fölscher, 2007), and generate 
financial capacity to maintain financial sustainability (Bowman, 2011), which has however not 
been investigated in the existing literature.  
General research methodology 
Research site 
Like other developing countries, Bangladesh has also been pursuing various reforms to make 
local government systems effective. Local governments in Bangladesh are broadly categorized 
as rural local governments, operating in rural areas, and urban local governments, operating in 
urban areas of the country. Municipal organizations, one of the two types of urban local 
governments, are established by the local government Act (Dewan and Yamaguchi, 2009) for 
promoting urban economic development and providing services to urban communities except 
for metropolitan cities (Islam, 2013). At present out of 522 local government councils (Panday 
and Panday, 2008), 329 areas are governed by urban local governments, 318 municipalities 
and 11 city corporations (LGED, 2015). These 318 municipalities are categorized as Class I, II 
and III based on the amount of their revenue generation capacity and size of population (Fox 
and Menon, 2008).  
Municipal organizations in Bangladesh are historically very significant and are assigned with 
various financial and operational responsibilities supported by constitutional and other legal 
promulgations (Dewan and Yamaguchi, 2009). They are democratic organizations run by both 
elected public representatives and appointed officials under the supervision of central Local 
Government Division, Ministry of Local Government, Rural Development and Cooperatives. 
Like in many other developing countries, municipalities in Bangladesh have Mayor-Councillor 
30 
 
form of governance structure where elected mayors who as suggested by Avellaneda (2009) 
exercise both policymaking and executing responsibilities. Municipalities are responsible for 
delivering limited services including disposing and managing waste, maintaining various types 
of infrastructure, issuing birth and death certificates, and developing recreational facilities. 
They also provide other services, such as, water supply, sewerage, sanitation and in few cases 
education and primary health care services (LGD, 2015). However, major public services like 
police, fire protection, medical, the central government through different departments (Fox and 
Menon, 2008) provides education, etc.  
Like in other developing countries, the prevailing socio-economic and demographic 
environment within which municipalities in Bangladesh operate is significantly different as 
compared to those of their counterparts in developed countries (Yilmaz et al., 2010). Unlike 
developed countries, Bangladesh has been experiencing rapid rate of urbanization with an 
average 3.1 percent urban growth rate and it is estimated that by 2025 more than half of the 
country’s total population will live in urban areas (Hossain, 2013). The exceptionally high 
urban population density (1,900 people per square kilometer) (Muzzini and Aparicio, 2013) is 
putting tremendous pressure on the already dilapidated urban infrastructure and further increase 
in urbanization rate necessitates additional infrastructure to keep pace with increasing service 
demands (Hossain, 2013). Municipal incurrence of expenditure and revenue generations in 
Bangladesh are affected because of their vulnerability to natural hazards especially due to the 
issues arising out of climate changes (Birkmann et al., 2015) 
Municipal organizational autonomy in Bangladesh, as in many other developing countries, in 
terms of having power to make operational and strategic decisions, such as, procurement 
functions, human resource management and resource allocation decisions are often influenced 
by central ministry and other controlling bodies (Islam, 2015; Yilmaz et al., 2010). Like other 
local governments in comparable developing countries (Yilmaz et al., 2010), municipal 
organisations in Bangladesh have limited financial power and enjoy limited fiscal autonomy; 
however, they have sufficient authority to raise revenue from prescribed revenue base to deliver 
the assigned services to the residents living within their legally specified geographical 
boundaries (Fox and Menon, 2008). Central government also provide municipalities with block 
grant and special block grant, and other financial assistance through Annual Development 
Programme to implement infrastructure development projects (Bhattacharya et al., 2013). 
Other sources of municipal funding are rents and profits from leased out properties and assets, 
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service charge, contribution of private individuals, entities or charities (Bhattacharya et al., 
2013; Fox and Menon, 2008).  Despite having such financial sources, municipalities 
persistently suffer from inadequate financial resources (Siddiqui, 2005) and, like in other 
comparable developing countries, are mostly dependent on intergovernmental transfers (Freire 
and Garzόn, 2014; Fox and Menon, 2008) rather than depending on their own source revenues 
to finance their operation (Yilmaz and Venugopal, 2013).   
Operating under such socio-economic, demographic, managerial and organizational 
environment, municipalities in Bangladesh suffer from a number of problems in performing 
their financial and operational responsibilities (Bhattacharya et al., 2013; Fox and Menon, 
2008; Islam, 2013).  
Methods 
The overall objective of this research project is to reveal information about the financial 
conditions and its explanatory factors. The nature of the specific objectives set for this research 
assumes post-positivism and interpretivism philosophical worldviews that require employing 
a combination of research methods, viz., quantitative and mixed methods. On the one hand, the 
studies on problems involved with achieving the first two objectives reflect the need not only 
to collect data to measure and analyse the relevant variables but also to undertake various 
statistical procedures to test and interpret the hypothesized relationships among the variables. 
These justify the quantitative method for these groups of studies. On the other hand, the study 
related to the third objective requires not only measuring and testing relationship among 
variables using quantitative data but also to investigating further to have a deeper understanding 
on underlying reasons for such relationships by analysing qualitative data. Therefore, a mixed 
method would be an appropriate for carrying out this study. 
The research methodology specific to a particular area of the overall research is elaborated in 
the research manuscript reported that particular research. However, this section gives an 
overview of the methodology of the overall research carried out under this thesis. Figure 1 – 2 
illustrates the overall procedure adopted in this thesis on identifying research problems, setting 
research objectives, and carrying out the studies necessary to achieve the research objectives.  
The measurement of municipal financial condition involves the application of an index 
framework. Since there is no single set of indicators fit all organizations to measure their 
financial conditions (Hendrick, 2011), depending on the availability of data and nature of 
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organizations studied, a wide range of frameworks consisting of various indicators/ratios are 
used in measuring financial condition (Brown, 1993; ICMA, 2003; Maher and Nollenberger, 
2009; Nollenberger et al., 2003; Ritonga, at el., 2012; Wang et al., 2007). The contextual 
environment of municipalities in Bangladesh is quite different from that of cities in other 
countries. Although preparing and publishing of financial statements and annual reports is a 
legal requirement for municipalities in Bangladesh (Paurashava Act, 2010), such reports are 
either sub-standard or not publicly available (Fox and Menon, 2008). Taking into consideration 
of this limited data availability and the simplistic nature of municipal operations in Bangladesh, 
this study employs a framework consisting of 11 indicators under four commonly used 
dimensions, viz., short term solvency, budgetary solvency, service level solvency and long 
term solvency (Wang et al., 2007) for the measurement of municipalities’ financial condition 
in Bangladesh. Once the measurement framework was chosen, the financial data were collected 
from the archival documents like budget, financial statements and reports. The data were then 
processed and analysed quantitatively as per the framework to measure the financial condition 
of municipalities in Bangladesh. This is used as the dependent variable for investigating the 
influences of various groups of factors in determining municipal financial conditions in the 
subsequent studies. 
In the first group of factor, the influence of population size, population density, revenue 
capacity, and disaster susceptibility on municipal financial condition are determined. For that 
purpose, the data on population size, municipal area, revenue capacity and disaster 
susceptibility are collected from various databases. The data are then analysed statistically to 
test various hypothesized relationships among the variables. Therefore, a quantitative approach 
was adopted to carry out this study. 
The impacts of managerial factors such as mayoral and accountant’s competencies, managerial 
autonomy and involvement on municipal financial condition as well as their indirect effects 
through the mediation of strategic control systems are investigated following a quantities 
approach. Similarly, the impacts of four organizational factors related to local governance 
capacity, viz., stakeholder engagement, development orientd culture, organizational autonomy 
and use of quality information on municipal financial conditions as well as their indirect 
influences through their contribution to the development of budgets as enabling budgetary 
control systems are also examined using a quantitative approach.  
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The study on the role of budgetary process involves in one hand conceptualizing and measuring 
the concepts of budgetary process, central government influence and municipal performance 
to test hypotheses, which require a quantitative approach, on the other hand shedding more 
light on the interpretation of budgetary process within the municipal organizational context 
requires qualitative data. Combining the results from both methods facilitate better 
understanding of the key budgetary processes and their impact under their contextual 
influences. 
The studies of this thesis as stated require both secondary and primary data. While the 
secondary data were collected from various databases and archival documents, primary data 
were collected by conducting a survey and interviews with relevant officials of some selected 
municipalities and local government divisions, Ministry of Local Government, Rural 
Development and Cooperatives, People’s Republic of Bangladesh. This suggests the research 
involves human participants. Therefore, approved ethical guidelines were followed in every 
step of carrying out the studies. After finalizing the research design and methods in consultation 
with supervisors, the research instruments, interview questions and participants’ consent letters 
were prepared and submitted to the Research Ethics and Integrity Committee, Murdoch 
University for the approval of Human Research Ethics Committee. The data collection process 
was started after getting approval of the committee. The data collection, data analysis, results 
reporting and other relevant steps for each of the five studies were carried out following the 
proper ethical guidelines of the university. 
Research design and sampling 
This study uses a combination of both quantitative and qualitative data from both primary and 
secondary sources. To achieve research objective 1 (RO1) financial conditions are measured 
from quantitative data collected from budget documents, financial statements and other reports 
of municipalities in Bangladesh. With regard to the other two objectives of the study (RO2 and 
RO3), both quantitative and qualitative data are used.  While the quantitative data are collected 
from both primary sources by conducting a survey and from secondary data from relevant 
databases, qualitative data are collected from interviewing relevant officials (elected leaders 
and appointed managers) of municipalities in Bangladesh. 
Since the unit of analysis for this research is municipal organization, the municipal secretaries 
are selected as the respondents since they hold administrative positions and have direct access 
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to the information required to respond to the questionnaires. This is done in conformity of 
Seidler (1974) who suggested that to minimize bias in organizational study; respondents in 
survey research should be selected based on the following criteria: (i) selecting a balanced set 
of informants, (ii) standardizing the informants by selecting staff of the same position, and (iii) 
selecting informants having direct access to required information. 
Data collection 
For studies answering research question 2 and 3 (RO2 and RO3), cross sectional data for the 
year 2014-15 are used to measure the variables investigated. The explanatory variables used in 
various studies of this research are measured by administering a questionnaire survey. To the 
extent possible the instruments used in the past studies are used with necessary modifications 
and deletions to suit the context of the research. The questionnaire is then distributed to the 
secretaries of the municipalities. Respondents are explained the purpose of the research and 
requested to give their opinion on various statements about the variables for 2014-15 financial 
year. After sending two consecutive reminders usable responses from 93 representative 
municipalities are received. Following this with the assistance of the Local Government 
Division, Ministry of Local Government, Rural Development and Cooperatives, financial data 
for the financial year 2014-15 from those 93 municipalities are collected. Time series data were 
required to measure and analyse the trend of municipal financial conditions to achieve research 
objective 1 (RO1). Efforts were made to use financial data for as many financial years as 
possible from the maximum number of municipalities. Therefore, data for the financial year 
from 2006-07 to 2014-15 from 72 municipalities are used. The sample size for this study was 
smaller due to the unavailability of required data.  
Statistical analysis 
To analyse the data, a number of statistical software including Microsoft Excel 2010, IBM 
SPSS Statistics 24; PROCESS Macro developed by Hayes  and Rockwood (2013), SmartPLS 
3 and NVIVO are used. Using Microsoft Excel, 2010, the data for the first study related to 
research objective 1 (RO1) are analysed first to measure the indicator from ratio analysis. The 
ratios are then aggregated using simple average and weighted average to measure dimensions 
indices and subsequently composite financial condition index for the nine financial years from 
2006-07 to 2014-2015. For the second study, financial conditions of the year 2014-15, the 
dependent variable, for sampled municipalities are measured using Microsoft Excel, 2010; 
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however, the weight of indicators and dimensions are measured by principal component 
analysis using SPSS. To test the hypothesized relationships, the regression coefficients among 
the variables are measured by multivariate regression analysis using SPSS. The third and fourth 
studies related to research objective 2 (RO2) involve testing the hypothesized relationships 
among the variables. For that purpose, regression coefficients between variables of interest are 
measured. Since, the models for these two studies contain mediating variables the regression 
coefficients among such variables are measured using structural equation modelling which is 
carried out by SmartPLS 3. Finally, the quantitative data for the fifth study is analysed using 
PROCESS Macro by integrating it into SPSS to measure the regression coefficients for testing 
the moderating effects of central government influences on the relationship between budgetary 
practices and municipal performances. The qualitative data are processed using NVIVO before 
making in depth investigation among the variables studied to deepen the understanding on the 
relationships found in the quantitative analysis.   
Organization of the thesis 
The thesis is organized by reporting the five individual studies each of which devotes to 
answering specific research questions to achieve the relevant objectives viz., measurement of 
financial condition, examining the influences of socio-economic and demographic factors, 
managerial and organizational factors, and investigating the role of management practices in 
explaining municipal financial conditions. Figure 1–2, in addition to the overall procedure 
used to carry out the research, also illustrates the organization of the thesis.  
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Development of index 










































Figure 1-2: Flow chart illustrating the overall methodology  
 and organization of the thesis. 
As can be seen from Figure 1–2 the five studies carried out are reported in four chapters named 
in terms of the factors studied. Besides there are two other chapters including the introductory 
and concluding chapters making the thesis consists of six chapters. While Figure 1 – 2 provides 
a detailed schema of the development of different papers, the sequence of chapters in which 
the papers are presented in the thesis is depicted in Figure 1 – 3.  
The six chapters of this thesis and their relations to research objectives with the corresponding 
research questions are shown in Table 1.1. The thesis started with a general introduction of the 
37 
 
research indicating the background and context of the research, research problem and its 
significance, objectives and questions, status of the research topic, methodologies illustrating 
the overall procedure followed to carry out the studies to answer to the research questions to 
achieve research objectives (Chapter 1). 
Figure 1-3: Sequence of chapters reporting the studies of the thesis. 
Following the methods and processes existing in the literature, an index framework of eleven 
indicators organized under four dimensions reflecting the contextual environment of 
municipalities in developing countries is developed and applied to measure financial conditions 
of municipalities in Bangladesh (see Chapter 2). The chapter also includes the analysis and 
comparisons of the dimensions and financial condition index values of municipalities studied. 
Results obtained indicate there are variations in terms of dimensions as well as financial 
conditions in the three categories of municipalities in Bangladesh during the period from 2007-
08 to 2014-15. The study presented in this chapter is published in The Journal of Developing 
Areas, 2017, 51(2), 71-84. 
The influences of some of the socio-economic factors from developing countries context are 
examined. Factors studied include revenue capacity and spending pressure represented by 
population size, population density and disaster susceptibility. Based on relevant studies in the 
existing literature, a number of hypotheses are proposed which are then tested using data from 
municipalities in Bangladesh. Results obtained are analysed and discussed in commensuration 
with past studies (Chapter 3). The chapter concluded by indicating the implications for studying 
the relationships among these variables with limitations and suggested researches. This study 
is published in The Journal of Developing Areas, 53(1), 243-256. 
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Table 1-1: Research Objectives, Research Questions and Related Chapter 
Research objectives Research questions Chapters 
RO1 RQ1, RQ2 2 
RO2 RQ3 3 
RQ4, RQ5, RQ6, RQ7 and RQ8 4 
RO3 RQ9, RQ10 and RQ11 5 
Two studies carried under the managerial and organizational factors group. In the first study, 
the impacts of managerial factors represented by mayoral competence, chief accountant’s 
competence, managerial autonomy and involvement on municipal financial conditions are 
examined; specifically, this study focus on whether such influences are mediated by the 
strategic control systems. A number of hypotheses are derived from the conceptual model 
developed and tested using data from municipalities of Bangladesh. Results obtained are 
analysed and discussed with their implications taking limitations of this study into 
consideration (see Chapter 3). The manuscript of this study has been submitted to ‘Journal of 
Management Accounting Research’ and is currently under review. 
In the second study under this chapter, the influences of local governance capacity (LGC) 
related factors including, stakeholder engagement, organizational culture, organizational 
autonomy and use of quality information on municipal financial conditions are investigated. 
Specifically, this study examines whether these LGC related factors contribute to the 
development of budgeting as enabling control system (EBCS) which in turn mediates their 
influences on municipal financial conditions. A conceptual model is developed and a number 
of hypotheses are derived about the relationships among the variables studied. The proposed 
hypotheses are tested using data from municipalities in Bangladesh. Results obtained are 
analysed and discussed in commensuration with past studies. The study concludes with 
implications for managers and academicians along with limitations and suggested researches 
(see Chapter 3). This study has been submitted to Accounting and Finance Journal and is 
currently under review. 
The influences of budgetary practices on municipal performance measured in terms of solvency 
are examined reported in Chapter 5. Following a mixed methodology approach where 
quantitative data are used first to test the proposed relationships of annual and multiyear 
budgetary process with budgetary and service level solvencies under the moderating effect of 
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central government influences; following this, a qualitative method is used to derive more 
insights to have better understanding among the relationships of the variables studied. This 
research has been submitted to ‘Accounting and Business Research’ and is currently under 
review. 
The thesis is concluded by briefly outlining the methodology employed to achieve the 
stipulated objectives (Chapter 6). The concluding chapter also summarises the results found in 
various studies along with the contribution to existing knowledge of theory and practice, and 
presents the limitations and future directions associated with the overall research. 
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Chapter 2 : Measurement of Municipal Financial Condition 
Chapter – 2 reports the study to measure municipal financial condition. Measurement of 
financial condition is required to answer what are the financial conditions of municipalities in 
Bangladesh, i.e. research question one (RQ1) set for this thesis. As shown in Figure 2.1, this 
study is an essential part of the overall research of this thesis. This study is also a pre-requisite 
for achieving the other two objectives of the thesis since municipal financial condition is used 
as a dependent variable for the subsequent studies. 
 
Development of index 










































Figure 2-1: Linkage of study 1 with the overall objective of the thesis. 
Following the methods and processes from the literature a composite index for the 
measurement of financial condition is developed with eleven indicators organized under four 
dimensions. The framework is then applied by collecting data from a representative sample of 
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72 municipalities of Bangladesh for the financial years from 2007-08 to 2014-15. Once the 
indices for the municipalities are measured, a comparison is made to see how the 
municipalities (grouped in three categories based on their revenue generations) vary in terms 
of the overall financial condition and its four dimensions. This is required to answer RQ2.  
Empirical evidences found in this study show that there are differences across the three 
categories of municipalities in their overall financial conditions as well as in their short term, 
long term and service level solvencies. There is an increasing trend in the overall financial 
conditions for all types of municipalities, however class I municipalities are better off. Similar 
trend is also found for all the dimensions of financial condition except for budgetary solvency 
which is found to be similar for all categories. Finding answers to both of these research 
questions are necessary to achieve research objective one (RO1). 
Preparation process of article 1 
The first paper was prepared in close consultation with the supervisors. After completion of 
the manuscript, the paper was submitted to the International Conference for Bankers and 
Academics. The paper was accepted for presentation in the conference held in September, 
2016. The paper was awarded the best paper Award at the conference (Appendix 2-3). 
   
Feedback received from various participants was acknowledged. The paper was revised 
addressing the comments received from the participants of the conference. 
   
The revised manuscript was submitted to the Journal of Developing Areas and went through 
the editorial process. 
   
The paper was reviewed by two anonymous reviewers and was accepted for publication 
subjected to resubmission of the paper incorporating the comments from the reviewers. The 
paper was then revised incorporating the comments and resubmitted. 
   




Measuring Financial Condition of Urban Local Government: A study of 
Municipalities in Bangladesh1 
Abstract 
Studies on local governmental financial conditions are focused on developing tools for 
detecting and avoiding potential financial problems. These studies are confined mostly in self-
governed local government entities in the western world. This research seeks to measure 
financial conditions of local government organisations in Bangladesh. Municipalities, one of 
the two types of urban local government, play an important role in providing a range of services 
and carrying out certain socio-economic objectives in Bangladesh. Using financial data from a 
representative sample of 72 municipalities, this research measures and compares municipal 
financial conditions of local government municipalities in Bangladesh. A composite index of 
eleven indicators was developed under four dimensions, viz., short term solvency, budgetary 
solvency, service level solvency and long term solvency by following the relevant literature on 
local government financial conditions as well as keeping consistency with data availability. 
This composite index was applied to measure the financial conditions of the three classes (Class 
I, II and III) of municipalities in Bangladesh for a period 2007 to 2015. Results obtained 
indicate that there are differences across these three types of municipalities in their overall 
financial conditions as well as in their short term, long term and service level solvencies. The 
index measure explains the financial and operational strengths and weaknesses of 
municipalities, a clear understanding of which is necessary for improving their performance on 
sustainable basis. The result of this research is likely to have implications for devising policies 
for making municipalities more effective organizations. While, the findings will help municipal 
management to focus their operations to improve their financial and service performance, 
policy makers at the central level will find it as a useful tool in devising policies for equitable 
distribution of resources among municipal organizations.    
JEL Classification: H70, H71, H72, H79 
Keywords: Municipalities, financial condition, short term solvency, budgetary solvency, 
service level solvency, long term solvency 
* Corresponding author’s email address: A.Hoque@murdoch.edu.au 
Introduction 
Over the last few decades, research on financial conditions of local governments has gained 
significant momentum in the wake of financial problems faced by these organisations due to 
rising demands, shifting population, and raising cost of providing services (Hendrick, 2004; 
Zafra-Gomez, Lopez-Harnandez and Harnandez-Bastida, 2009a). Since traditional budgetary, 
balance sheet or operating statement analyses are narrowly focused and fail to provide a 
broader perspective to identify existing or emerging problems (Groves, Godsay and Shulman, 
1981), researchers have emphasized on studying government’s financial condition which gives 
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rise to a significant body of literature in this area (Hendrick, 2004; Rivenbark and Roenigk, 
2011; Rivenbark, Roenigk and Allison, 2010; Zafra-Gomez et al., 2009a; 2009b). Such 
researches range from developing appropriate measurement framework (Ritonga, Clark and 
Wickremasinghe, 2012; Rivenbark et al., 2010; Zafra-Gomez et al., 2009a) and its 
implementation strategies (Hendrick, 2004; Rivenbark and Roenigk, 2011; Wang, Dennis and 
Tu, 2007) to interpretation and evaluation (Zafra-Gomez et al., 2009a; 2009b). These studies 
are heavily skewed towards local self-governance in developed countries (Hendrick, 2004; 
Wang et al., 2007; Zafra-Gomez et al., 2009a) since they mainly focused on aiding government 
officials to avoid fiscal problems in popular cities like Miami, Pittsburgh, Philadelphia, 
Cleveland and New York (Kloha, Weissert and Kleine, 2005; Zafra-Gomez et.al.  2009b). 
Consequently, such researches largely ignored the problems found in developing countries with 
the exception of studies conducted in countries like Indonesia (Ritonga et al., 2012) and 
Thailand (Krueathep, 2010). This study is designed to fill this gap in the literature by measuring 
and comparing the financial conditions of municipalities in Bangladesh during the period from 
2007 to 2015. 
Municipalities are one of two types of urban local governments operating in 318 urban areas 
except metropolitan cities in Bangladesh (LGED, 2015). Given the importance of creating 
urban space for promoting local economic development, municipalities are considered to be at 
the centre of the growth agenda of Bangladesh (Muzzini and Aparicio, 2013). However, 
municipalities are not assigned with full range of responsibilities (Fox and Menon, 2008) and 
are financed by revenues from both own sources and from the central government 
(Bhattacharya, Monem and Rezbana, 2013; Fox and Menon, 2008). Municipalities in 
Bangladesh are severely dependent on government transfer (Fox and Menon, 2008), which is 
based on their categorization (Siddique, 2005), as per their financial strength, into three classes 
- class I, II, and III (Panday and Panday, 2008). While those municipalities generate at least 8 
million BDT are categorized as Class I, Class II and III municipalities generate between 2 
million to 4 million BDT and between 4 million to 8 million BDT, respectively from their own 
sources (McDonald, 2011). By measuring and comparing financial condition of these three 
municipal classes, this study contributes to the existing literature in a number of ways. Firstly, 
it examines the applicability of a composite index developed from the existing theoretical 
framework to measure the financial conditions of municipalities in Bangladesh. Secondly, it 
enhances the robustness of methodological developments as it employs weighted average along 
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with simple average to reflect proportional relevance in the construction of the composite 
index. Finally, it provides empirical evidence on the measurement of municipal financial 
condition, one of the under researched sector in Bangladesh about which very little information 
is available publicly (Bhattacharya et al., 2013).  
The rest of the paper is organized by first conceptualizing financial condition and its 
measurement drawing on prior studies in section-2, followed by detailing the research 
methodology employed in this study in section-3. The empirical results of the study are 
analysed in section-4 and finally the paper is concluded with a concluding remark indicating 
its implications and suggestions for further research in section-5. 
Conceptualizing Financial Condition and its Measurement Process from Prior Studies 
Researchers have been trying to conceptualize financial condition from various perspectives 
but failed to generalize the concept (Zafra-Gomez, et. al., 2009a) since it is influenced by a 
number of factors including governments’ policies, strategies, plans, resource endowment, 
central governments’ policies, and other financial, environmental and social factors which vary 
from jurisdiction to jurisdiction. Therefore, the construct of financial condition cannot be 
defined and measured in a way that fully recognizes its diversity (Jacob and Hendrick, 2013). 
Existing definitions vary from a narrow conception of short term liquidity to a much wider long 
run solvency (Groves et al., 1981; Jacob and Hendrick, 2013; Mead, 2001). While short term 
liquidity refers to a government’s ability to settle its short term financial and service obligations 
(Kamniker, Kamniker and Deal, 2006) which essentially indicates a government’s current 
financial position (Mead, 2001),  from a broader perspective, financial conditions underscored 
the appropriateness of whether resource availability is enough to expenditure needs, whether 
revenue collected is compatible with revenue base, and whether expenditure is appropriate with 
spending needs; thus, financial condition is defined as a function of balancing liabilities with 
asset, equalizing revenue with spending, providing adequate protection against risk (Clark and 
Ferguson, 1983), funding services on a sustainable basis (Nollenberger et al., 2003), surviving 
economic distress, and meeting needs in both growth and downturn (Maher and Deller, 2001). 
Conceptualizing financial condition from such a wider perspective is ‘useful in assessing local 




Despite being divergent in defining financial condition, researchers concede that it expresses a 
government’s financial position, financial performance, liquidity and solvency; unfortunately, 
no such agreement exists in the measurement of this construct as it is highly subjective due to 
its dependence on context (Chaney, Mead, and Sherman, 2002) and is best represented by 
proxy indicators like ratios that are consistent with theories and practices of public finance 
(Ramsay, 2013). Past researches explicitly show that there is no single set of indicators 
applicable for all organizations, instead scholars, depending on the availability of data and 
nature of organizations studied, use a wide range of ratios in measuring financial condition 
(Maher and Nollenberger, 2009; Nollenberger et al., 2003; Ritonga et al., 2012; Wang et al., 
2007). In Bangladesh, municipalities are legally required to prepare various reports including 
financial statements (Paurashava Act, 2010) but municipal financial data are not publicly 
available (Fox and Menon, 2008). Therefore, considering limited data availability and the 
simplistic nature of municipal operations, this study employs 11 indicators under four 
commonly used dimensions, viz., short term solvency, budgetary solvency, service level 
solvency and long term solvency (Wang et al., 2007) for the measurement of municipalities’ 
financial condition in Bangladesh. 
Research Methodology 
This study measures the financial conditions by analysing revenue, expenditure, assets and 
liabilities data collected from a representative sample of municipalities in Bangladesh. 
Quantitative approach is used to address the questions posed in this research, which are, “how 
municipalities performed in terms of financial condition during the period from 2007 to 2015” 
and “how the three classes of municipalities compared are based on their financial condition 
indices.”  
Data collection 
As municipal financial data are not publicly available, data for the measurement of financial 
condition index (FCI) were collected from municipal archival documents like financial 
statements, budget documents, and other sources for the period from 2007 to 2015. A stratified 
random sampling approach was employed to collect data from a population of 318 
municipalities. Data collection process commenced with a letter to LGD, Ministry of Local 
Government, Rural Development and Cooperatives, which subsequently issued a letter to 
mayors of all municipalities requesting their help and cooperation in this regard. From a total 
of 120 randomly selected municipalities, data from 72 municipalities were used after excluding 
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entities which do not have data for all 9 financial years studied. Table 2-1 summarizes data 
collected from the population. 
Table 2-1: Summary of Data Collected for the Study 
Measurement of financial condition  
 Municipal financial conditions are measured by a composite index following a methodology 
suggested by OECD (2008). Accordingly, the concept is first theoretically defined as the 
capability of a government to meet its current as well as future service and financial obligations 
(Wang et al., 2007) and is operationalized through four dimensions, viz., short term solvency, 
budgetary solvency, service level solvency and long term solvency (Jacob and Hendrick, 2013; 
Wang et al., 2007).  
Short term solvency demonstrates a government’s ability to pay its bills as and when they 
mature (Jacob and Hendrick, 2013). Following Ritonga et al., (2012) and Wang et al., (2007), 
this study uses only those liabilities and assets to be matured and available within a year and 
applies three ratios as indicators (Figure 2-4 in APPENDIX 2) for the measurement of this 
dimension. As these ratios illustrate the availability of liquid assets to pay for current liabilities, 
the higher the values of these ratios the better is the short term solvency. Budgetary solvency 
refers to a government’s capability to fulfil its budgeted service demands with budgeted 
revenues (Nollenberger et al., 2003) and is operationalized by indicators which compare 
operating expenses with operating revenues and are measured by three ratios (Figure 2-4 in 
APPENDIX 1). Ratios with values greater than one indicate the government generates 
sufficient revenues to balance its operational expenditure needs and are, therefore, considered 
to be budget solvent. 
Service level solvency demonstrates a government’s ability to sustain the level of services 
required and desired by its citizens (Wang et al., 2007). Following Ritonga, (2014), this study 
uses three indicators measured from three ratios as illustrated in APPENDIX 1. As these ratios 
illustrate the amount of assets available and expenditures incurred per citizen, higher values of 
these ratios indicate a higher level of services (Ritonga, 2014). Long term solvency denotes a 
Municipalities Population Sample Data available Outliers Data used Percentage 
Class I 146 45 33 4 29 20 
Class II 102 40 23 0 23 23 
Class III 70 35 20 0 20 29 
Total 318 120 76 4 72 23 
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government’s present obligations to be fulfilled by future resources and is operationalized by 
comparing its long term liabilities with available total assets (Wang et al., 2007). Two 
indicators measured from ratios with long term liabilities as numerators and total assets and 
population as denominators (APPENDIX 1) are used. While the former indicates the 
availability of assets to cover up future obligations, the latter shows liabilities burden to citizen; 
therefore, lower values indicate a higher long term solvency.  
The values of indicators are aggregated to develop dimension indices which are further 
aggregated to develop the ultimate FCI. After normalizing the indicator values using the 
formula (Actual value - Minimum value)/(Maximum value - Minimum value) (OECD, 2008), 
they were aggregated by simple averaging (Wang et al., 2007) to determine dimension indices. 
Before averaging, indicator values for long term solvency were reversed to make them 
compatible to be included in FCI calculation (Wang et al., 2007). Additionally, weighted 
average was also used to reflect the proportional relevance of each ratio. Similar averaging 
processes were also followed to aggregate dimension indices to determine the eventual FCI. 
The average and weighted average dimension indices and FCI were calculated by using the 
following formula: for average, ∑ (
Ai
n





 ×  Ai)
n
i=1 , 
where, A = indicator for dimension indices and dimension for FCI; n = 2 to 3 for dimension 
indices and 4 for FCI. 
While simple average implicitly assumes the perfect substitutability of indicators and 
dimension indices, weighted average puts relative importance on them. A single standardized 
procedure of averaging cannot be justified for all municipalities as indicators and dimensions 
of FCI are likely to carry different weights depending on context (Ritonga et al., 2012) which 
vary in terms of a city’s size, function, geography, revenue structure, and other significant 
characteristics (Groves et al., 1981). Therefore, this study applies both simple and weighted 
average to examine robustness of FCI and its sub-indices to alternative weighting procedure. 
The rank order correlations between the FCI and its sub-indices measured by the two 
approaches are very high and significant (Table 2-4 in APPENDIX 2) suggesting both 
approaches used in this study are robust to each other. 
58 
 
Findings and Analysis 
Financial conditions of municipalities 
The descriptive statistics of FCI values are reported in TABLE 2-2, which show a slightly 
increasing trend with year to year oscillations (FIGURE 2-2) for all the three classes throughout 
the study period. While infinitesimal increasing trend in financial conditions might be 
attributable to the growth in both total revenue and expenditure, variations in the compositions 
of revenue and expenditure along with changing socio-economic factors - specifically 
increasing revenue from taxes, leases, project assistance, higher administrative and 
development expenditure but lower current spending for services, lower growth in per capita 
revenue compared to per capita expenditure (Fox and Menon, 2008) - might be responsible for 






















Figure 2-2: FCI of Municipalities, Average (a) and                      
Weighted Average (b). 
Also notable from FIGURE 2-2 is that the aggregation methods, average and weighted average, 
reveal similar trend; however, weighted average resulted in improvement of financial condition 
for all three classes and causes narrowing down the gap of financial condition specifically 
between class II and class III municipalities. This suggests some dimensions have greater 
impacts than others, which are elucidated by briefly analysing the dimensions along with their 































































Average Weighted Average 
 Min. Max. Mean Std. 
Dev. 
Min. Max. Mean Std. 
Dev. 
Class-I 
2007 29 0.1352 0.4160 0.2456 0.0794 0.2035 0.7373 0.3582 0.1124 
2008 29 0.1250 0.3995 0.2576 0.0722 0.1823 0.7335 0.3767 0.1210 
2009 29 0.1547 0.4433 0.2684 0.0777 0.2229 0.7516 0.3728 0.1181 
2010 29 0.1664 0.4443 0.2801 0.0744 0.1777 0.7596 0.3769 0.1291 
2011 29 0.1545 0.4706 0.2592 0.0708 0.2076 0.7860 0.3631 0.1470 
2012 29 0.1744 0.4789 0.2749 0.0771 0.2076 0.7245 0.3728 0.1357 
2013 29 0.1421 0.4355 0.2486 0.0726 0.1705 0.7059 0.3592 0.1510 
2014 29 0.1693 0.4641 0.2630 0.0631 0.1920 0.6184 0.3935 0.1154 
2015 29 0.1609 0.5079 0.2740 0.0849 0.2067 0.6956 0.4062 0.1204 
          
Class-II 
2007 23 0.1345 0.3282 0.2077 0.0561 0.1555 0.5620 0.3023 0.1213 
2008 23 0.1225 0.3055 0.2162 0.0481 0.1387 0.4423 0.2980 0.0871 
2009 23 0.1018 0.3530 0.2308 0.0583 0.1121 0.5550 0.3377 0.1106 
2010 23 0.1574 0.3227 0.2302 0.0509 0.1761 0.7032 0.3159 0.1167 
2011 23 0.1199 0.3189 0.2159 0.0494 0.1390 0.8126 0.2994 0.1400 
2012 23 0.1077 0.2768 0.1960 0.0442 0.1379 0.4618 0.2616 0.0880 
2013 23 0.1162 0.3165 0.1848 0.0528 0.1462 0.5052 0.2541 0.1064 
2014 23 0.1086 0.3524 0.1908 0.0613 0.1403 0.6773 0.2759 0.1287 
2015 23 0.1619 0.3331 0.2232 0.0538 0.2468 0.6065 0.3575 0.1025 
          
Class-III  
2007 20 0.0339 0.2936 0.1583 0.0614 0.0359 0.6616 0.2844 0.1259 
2008 20 0.0763 0.3414 0.1726 0.0709 0.1027 0.6695 0.2852 0.1451 
2009 20 0.0719 0.2872 0.1631 0.0580 0.1260 0.7074 0.2928 0.1450 
2010 20 0.0883 0.2945 0.1881 0.0589 0.1351 0.6605 0.2950 0.1386 
2011 20 0.1064 0.2696 0.1718 0.0440 0.1324 0.5439 0.2617 0.1052 
2012 20 0.0763 0.2290 0.1370 0.0378 0.1074 0.4593 0.2069 0.0910 
2013 20 0.0751 0.2136 0.1330 0.0457 0.1136 0.5197 0.2176 0.1098 
2014 20 0.0658 0.2717 0.1503 0.0575 0.1121 0.5777 0.2594 0.1278 
2015 20 0.1351 0.2942 0.2057 0.0461 0.2228 0.4714 0.3417 0.0795 
Source: Authors’ own calculation from financial data. 
Short term solvency 
Short term solvency data are presented in TABLE 2-3 which noticeably shows an increasing 
trend (FIGURE 2-3) for all three classes. The difference in short term solvency between two 
averaging methods is attributable to quick ratio and current ratio, which include accounts 
receivable and other current assets as numerator, both of which have higher values than cash 
ratio. The higher short term solvency for all three classes of municipalities might be explained 
by their increasing trend in current revenues and differential treatment in various categories of 
current expenditures, as Fox and Menon (2008) reported that while rising wages and other 
administrative expenditures kept pace with municipalities’ increasing growth in own source 
revenues, all categories of service expenditures were declined suggesting their adoption of 
cashbox budgeting, i.e., spending as and when cash is available not according to pre-set budget, 
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a technique commonly practiced by governments in developing countries (Schick, 2005) to 
maintain their short term solvencies. The differences in revenue structure as well as expenditure 
commitment might have contributed to the variations in short term solvencies among the three 
classes. Ritonga et al., (2012) also reported a very strong short term solvency for local 
governments in Indonesia where they held excessive amount of current assets over their current 
liabilities.  
Budgetary solvency 
All three classes of municipalities resemble uniformity in terms of their budgetary solvency 
(TABLE 2-3), which is due to the fact that they are obliged to balance their budgets even if it 
is required of them to cut down their operating as well as capital expenditure. This is in 
compliance with the findings of Fox and Menon (2008) who reported that  municipalities’ total 
revenues and expenditure grew almost equally, 58.57% and 59.04%, respectively from 2006-
07 to 2007- 08 financial year in Bangladesh. Of the four dimensions for all classes, this 
dimension has the highest values; therefore, this dimension contributed the most in the 
difference between the two measurement methods for FCI values. As per the indicators of 
budgetary solvency, in general, operating ratio, (Total Revenue – Special Allocation 
Fund)/Total Expenditure), has the lowest values whereas the ratio measured by ((Total 
Revenue – Special Allocation Fund)/Employee Expenditure) has the highest values. In general, 
the values of all three indicators of this dimension are consistent for all three classes except a 
slight increase of all three indicators of budgetary solvency for class I and II municipalities in 
2009. Furthermore, the annual revenues over which municipalities have full discretion as 
measured by (Total Revenues – Special Allocation Fund) were sufficient to cover up their 
annual operating expenditure, employee expenditure and total expenditure; however, the 
indicator measured by ((Total Revenues – Special Allocation Fund)/Employee Expenditure) 
has the highest values among the three indicators for all classes for the entire study period. This 
finding on municipalities’ budgetary solvency in Bangladesh is also comparable with that of 
Ritonga et al., (2012) who reported that despite a declining trend in one of the three constituent 
indicators, local governments in Indonesia managed to maintain strong budgetary solvency by 
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 Average Wt. 
Average 
Class-I 
2007 0.3479 0.3999 0.3479 0.3999 0.2255 0.3327 0.1026 0.1551 
2008 0.3339 0.3952 0.3339 0.3952 0.2528 0.3481 0.1148 0.1722 
2009 0.3997 0.4590 0.3997 0.4590 0.2031 0.3141 0.1275 0.1906 
2010 0.3013 0.3634 0.3013 0.3634 0.2871 0.4674 0.1435 0.2328 
2011 0.2500 0.2940 0.2500 0.2940 0.2280 0.3505 0.1508 0.2315 
2012 0.2437 0.2838 0.2437 0.2838 0.2880 0.4379 0.1581 0.2402 
2013 0.2345 0.2918 0.2345 0.2918 0.2130 0.3185 0.1361 0.2011 
2014 0.2559 0.3192 0.2559 0.3192 0.1775 0.2613 0.1345 0.1985 
2015 0.3220 0.3720 0.3220 0.3720 0.1311 0.1351 0.1655 0.2743 
Class-II 
2007 0.2401 0.2602 0.3644 0.4210 0.1325 0.1954 0.0940 0.1631 
2008 0.2819 0.3121 0.3324 0.3952 0.1541 0.2104 0.0962 0.1669 
2009 0.2948 0.3325 0.3756 0.4161 0.1497 0.2200 0.1029 0.1803 
2010 0.3114 0.3506 0.3086 0.3422 0.1745 0.2719 0.1265 0.2305 
2011 0.3043 0.3408 0.2756 0.3018 0.1541 0.2310 0.1298 0.2267 
2012 0.2554 0.2766 0.2202 0.2547 0.1735 0.2492 0.1350 0.2348 
2013 0.2801 0.3088 0.2275 0.2786 0.1058 0.1539 0.1259 0.2171 
2014 0.2844 0.3122 0.2833 0.3396 0.0759 0.1034 0.1194 0.2076 
2015 0.3790 0.4140 0.3911 0.4452 0.0346 0.0284 0.0882 0.1570 
Class-III 
2007 0.1104 0.1357 0.3367 0.4083 0.1653 0.2447 0.0208 0.0363 
2008 0.1516 0.1792 0.3224 0.3868 0.1934 0.2572 0.0231 0.0398 
2009 0.1409 0.1757 0.3332 0.3702 0.1534 0.2213 0.0248 0.0426 
2010 0.1871 0.2313 0.3256 0.3636 0.2019 0.3224 0.0378 0.0690 
2011 0.1612 0.1854 0.2964 0.3314 0.1901 0.2717 0.0395 0.0672 
2012 0.1316 0.1536 0.2145 0.2458 0.1664 0.2399 0.0356 0.0597 
2013 0.1687 0.2133 0.2237 0.2759 0.1096 0.1530 0.0298 0.0492 
2014 0.1942 0.2384 0.2820 0.3408 0.0935 0.1215 0.0314 0.0524 
2015 0.3358 0.3937 0.3847 0.4429 0.0282 0.0235 0.0741 0.1369 
Source: Authors’ own calculation from financial data.  
Service levels solvency 
TABLE 2-3 shows that all classes of municipalities were almost constant in terms of this 
dimension of financial condition index except a little rise during the year from 2008 to 2011. 
As expected, class I municipal entities clearly surpassed the other two classes whereas class III 
municipal entities have higher values than those of class II municipal entities in five out of the 
nine years of study. In general, all three indicators of this dimension, viz., per capita assets, 
capital and total expenditure, show an increasing trend for all classes of municipal entities 
during study period. Although, without comparing them with a benchmark, it cannot be judged 
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about the level of municipalities’ services from values of this dimension; however, it is 


































Figure 2-3: Dimensions of FCI, Average (a) and Weighted Average (b), for 
Municipalities. 
solvency (Ritonga et al., 2012). However, lower per capita expenditure compared to per capita 
local government spending in other developing countries (Hossain, 2013) suggests municipal 
entities in Bangladesh are very poor in their service level solvency, which is also supported by 
the findings of Bhattacharya et al. (2013) and Hossain, (2013). The higher values of service 
level solvency for class I municipal entities over the other two classes might be attributable to 
the possession of more assets and higher spending capability because of their higher financial 
strength.     
 (a)                                                                     (b) 
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Long term solvency 
TABLE 2-3 delineates among others the long term solvency, which increases from 2007 till 
2012 except a slight decrease in 2010 for all three classes (FIGURE 2-3). It appears from 
FIGURE 2-3 that while both class I and II were very close, they clearly exceeded their class III 
counterpart. Due to reversion of indicator values, higher values of this index indicate higher 
long term solvency. Therefore, class I and II municipalities were more solvent in long term 
compared to class III municipalities. Municipalities in Bangladesh are unable to borrow from 
financial institutions or raise capital from capital market (Bhattacharya et al., 2013).  
This leads to have less-burden on their financial obligations which might be the reason why 
municipalities in Bangladesh are solvent in the long term. Ritonga et al. (2012) also reported a 
higher long term solvency for local governments in Indonesia. It would be worthwhile, 
however, to investigate further how municipalities in Bangladesh deal with increasing service 
demands despite their not incurring long term debt. The variations of long term solvency among 
the three classes might be attributable to long term liabilities arising out of the decision of their 
internal management like not paying employees’ future service contributions or non-repayment 
of borrowing from other government sources. Municipalities with stronger financial strength 
might have less difficulty in paying their long term debt due to their higher revenue generations 
and stronger asset base, weaker municipalities face severe difficulty in this regard because of 
their poor revenue generations and penurious asset base. 
Conclusion 
Applying a composite index of eleven indicators and four dimensions, we measured the 
financial condition of the three classes of municipalities in Bangladesh and found that class I 
municipalities ranked top in terms of financial condition while class II stood in between class 
I and III. In terms of dimensions, class I again showed their superiority in all but budgetary 
solvencies for which all three classes remained very close during the period from 2007 to 2015. 
The results of this study have far reaching policy implications as they can form the basis for 
devising municipal development policies in terms of intergovernmental transfer and 
organizational development. The study only measured and compared municipal financial 
condition but did not explore the factors contributed to their variations among the three classes. 
Despite these limitations, this study enriches literature as it examines the applicability of an 
existing framework and provides empirical evidence on measuring municipal financial 
condition from a developing country’s perspective, and enhances methodological development 
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by testing robustness using weighted average as another approach for index aggregation. 
Drawing on this foundational study, further research can be undertaken to develop benchmarks 
to compare financial conditions and their various dimensions of individual municipal entity, 
find out determinants of municipalities’ financial conditions, and examine how management 
practices influence their financial conditions.  
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Table 2-4: Spearman Rank Correlations between FCI and its Dimension Indices Measured 
by Simple and Weighted Averages 
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Chapter 3 : Impacts of Socio-economic Factors 
Chapter – 3 presents the study carried out to examine the impacts of socio-economic factors 
on municipal financial condition. As shown in the overall methodology of the thesis (Figure 
3.1), this study was conducted to answer the question on what are impacts of spending pressure 
represented by population density, population size, disaster susceptibility and revenue capacity 
on municipal financial conditions, i.e., research question three (RQ3).  
 
Development of index 










































Figure 3-1: Linkage of study 2 with the overall objective of the thesis. 
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Based on previous theoretical as well as empirical studies, four hypotheses were developed. 
The hypothesized relationships were tested using data collected from municipalities. While the 
financial data were collected from budgetary documents and financial statements to measure 
financial conditions and revenue capacity, other data were collected from relevant databases 
to measure independent variable such as population size, density and disaster susceptibility. 
Regression analysis provided empirical evidences for positive and significant relationships of 
disaster susceptibility and revenue capacity with municipal financial conditions, such 
relationship with population density was found to be positive but insignificant. Population size 
on the other hand was found to be negatively related. The findings of this study contributed to 
achieve research objective two (RO2) of the thesis.  
Preparation process of article 2 
This study was conducted as per the comments of the participants of the International 
Conference for Bankers and Academics held in September, 2016. The participants were of 
the view of investigating the relationship between some of the socio-economic factors and 
municipal financial condition. Therefore, this study is a follow up study of the study on the 
measurement of financial conditions of municipalities in Bangladesh. 
   
After carrying out the study, the manuscript was prepared in close consultation with the 
supervisors. 
   
The manuscript was submitted to the Journal of Developing Areas and went through the 
rigorous peer reviewed process. 
   
The paper was reviewed by two anonymous reviewers and was accepted for publication 
subjected to resubmission of the paper incorporating the comments from the reviewers. The 
paper was then revised incorporating the comments and resubmitted. 
   





Spending Pressure, Revenue Capacity and Financial Condition in 
Municipal Organizations: An Empirical Study2 
Abstract 
Much of the past studies on the determinants of financial condition argue that local government 
financial condition is a function of revenue capacity and spending pressure represented by 
various socio-economic factors and have exhibited inconclusive results. In response, this study 
argues that the effects of socio-economic and demographic factors on financial conditions 
depend on the context in which the local government operates. The inconclusive results found 
in the literature suggest the need for investigating the effects of these factors in various contexts 
in order to understand how they operate. This research examines the relationships of spending 
pressure and revenue capacity with financial conditions of municipal organisations from a 
developing country’s context. Spending pressure indicates the demands for municipal services 
and is represented by population size, population density and disaster susceptibility. Revenue 
capacity demonstrates the ability of municipal organizations in obtaining resources for public 
purposes. Based on theoretical and empirical studies from the literature, this study develops 
hypotheses and tests them using data from a random sample of 93 municipal organisations 
from Bangladesh. Analysing data by applying a linear regression model, the paper finds 
empirical supports for positive relationships of disaster susceptibility and revenue capacity but 
negative relationship of population size with municipal financial conditions. Such a 
relationship of population density is found to be positive but insignificant, which contradicts 
with the results found in the literature. Theoretically, this study enhances the existing literature 
as it facilitates a better understanding on how the socio-economic and demographic variables 
interact with municipal financial conditions from a developing country context. The empirical 
findings can be of great significance for both managers and politicians. While municipal 
managers can find the information of this study useful in improving their organizational 
financial conditions by exploiting their relationships with socio-economic and demographic 
factors to generate appropriate level of revenues and control expenditures, policy makers can 
derive insights from this study to devise effective financial transfer policies for maintaining 
sustainability of local government services. 
JEL Classification: H70, H71, H72 
Keywords: Financial condition, population, disaster susceptibility, revenue capacity, spending 
pressure  
Contact author’s email address: m.alam@murdoch.edu.au 
Introduction 
In recent years, several researchers have underscored the importance of financial conditions in 
sub-national governments for providing essential services to their residents (Garcia-Sanchez, 
Mordan, and Prado-Lorenzo 2012; Zafra-Gómez, López-Hernández, and Hernández-Bastida 
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2009). The notion of financial condition is often seen in a broader sense to express a local 
government’s capability to meet its current as well as future service and financial obligations 
(Nollenberger 2003; Wang, Dennis, and Tu 2007). Severe financial crises during the last few 
decades have led major cities across the world on the verge of financial collapse and bankruptcy 
(Hendrick 2011) which is constraining their capacities to provide services (Zafra-Gómez et al.  
2016). As a result of this, maintaining a sound financial condition has become a central focus 
in local government management literature (Dollery, Crase, and Byrnes 2006). 
Much of the extant literature tends to develop models to signal potential financial distresses 
with a view to assisting local officials to understand the complexities of what constitutes 
financial conditions and to find out ways to improve and maintain sound financial conditions 
(Hendrick 2011). Majority of these studies, mostly carried out in developed countries, argue 
that local government financial condition is a function of spending pressure and revenue 
capacity represented by various socio-economic factors (Jacob and Hendrick 2013; Navarro-
Galera et al. 2015; Zafra-Gómez et al 2009). Among the socio-economic variables, the 
influences of various demographic factors have been investigated thoroughly; however, since 
the research sites of majority of these studies are in developed countries (Kloha, Weissert, and 
Kleine 2005; Ladd 1992), they may not reflect the context of municipal organizations in 
developing countries. When financially independent and self-governed cities in developed 
nations are affected by population and job market losses due to negative migrations they adopt 
strategies to attract population to avoid financial distress. Municipal organizations in 
developing countries are less autonomous, financially dependent on central government and 
suffer from increasing population growth due to rapid rate of urbanization (Chauvin et al. 2017; 
Hendrick, 2011; Yilmaz, Beris and Serrano-Berthet, 2010). Moreover, there are implications 
of frequent natural disasters on municipal financial conditions.  Despite their effects on 
expenditure and revenue sides (Wilson, Reck, and Kattelus 2015), the implication of disasters 
has not been adequately investigated in the existing literature. This variable is specifically 
important for local government organisations in developing nations as they are vulnerable to 
natural hazards particularly due to climate change (Birkmann et al., 2015).   
This study seeks to fill this gap by investigating the factors linked to the contextual environment 
faced by local government organisations in developing countries. This paper, therefore, sets 
out to investigate: what is the impact of spending pressure represented by population density, 
population size, disaster susceptibility, and revenue capacity on municipal financial 
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conditions? By answering this question, this research aims to make the following useful 
contributions to the existing body of knowledge. First, while illuminating the causal 
relationship between  socio-economic factors and municipal financial condition, this paper 
argues that prior studies do not provide comprehensive understanding on such relationships as 
most of those studies are conducted in self-governed local governments of developed countries 
where socio-economic environments are significantly different (Chauvin et al., 2017; Hendrick 
2011). Prior studies suggest a negative relationship between population density and local 
government financial condition due to economies of scale and cost efficiency (Carruthers and 
Ulfarsson 2008; Nollenberger 2003), this study enriches the literature by investigating the same 
relationship in developing countries where municipal organizations are found not to be 
benefited from scale economies and cost efficiency. This research further contributes to the 
literature by investigating the impacts of disaster susceptibility and revenue capacity on 
municipal financial condition which has not been investigated before thus it responds to the 
research calls of Rivenbark and Roenigk (2011) who suggest for investigating the influence of 
socio-economic factors in determining local government organisations’ financial conditions.  
The paper, following this introduction, begins with the conceptual and theoretical background 
underpinning the development of empirical model with concomitant research hypotheses. 
Research methodology and data collection process are presented in section three. The results 
of the study are imparted, analysed and discussed in section four, which is followed by the 
conclusion drawn in the final section outlining the research’s practical implications and future 
direction. 
Conceptual and theoretical frameworks, Model and hypotheses development 
Financial Condition 
Although there are disagreements on the exact meaning of ‘financial condition’ in simple terms 
it expresses an organisation’s solvency whereby it can fulfil its financial and service obligations 
in both short and long terms (Wang and Liou 2009). Municipal organizations incur financial 
obligations in the form of expenses, expenditures or debts as they provide goods and services 
to their constituents; if any municipal organization is able to meet these obligations without 
incurring severe hardship it is said to be in good financial condition (Wang et al., 2007). An 
understanding of what constitutes an entity’s financial condition explicitly requires one to 
conceptualize a complex function of various factors and processes (Hendrick 2011) which is 
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represented by a term known as the ‘fiscal space’ (Heller 2005). The fiscal space determines 
the boundary within which the government officials operate (Pagano and Hoene 2010) and 
delineates a range of options available to raise revenues to pursue its specified set of objectives 
(Heller 2005). 
Fiscal space by nature represents various exogenous and uncontrollable factors (Jacob and 
Hendrick 2013) which impact a municipality’s economic base, spending needs and demands. 
The economic base determines the size of revenue base from which an organisation draws 
revenue to finance its various activities (Hendrick 2011). Such factors in the context of 
municipalities undoubtedly differ significantly across different countries depending on their 
contextual and operating environment (Jacob and Hendrick 2013; Muwonge and Ebel 2014). 
Therefore, conceptualization of the term financial condition explicitly requires an 
understanding of the capacities of municipal organizations in generating resources to fulfil their 
goods and services demands (Hendrick 2011; Jacob and Hendrick 2013).  
Spending Pressure 
Spending pressure depends on the demands for goods and services provided by the municipal 
organization. Demands for municipal goods and services are often represented by socio-
economic factors including the size, total number, and density, and total number per surface 
area in km2. Disaster susceptibility represents another important factor for those municipal 
organizations that are vulnerable to natural hazards and climate change in particular. Disaster 
susceptibility is defined as the conditions where people or societies experience natural hazards, 
such as, floods, cyclones, and others (Birkman et al. 2015). These natural disasters influence 
the magnitude of spending pressures and constitute what is called the boundaries of government 
financial condition (Hendrick 2011). Factors from this group intercept government financial 
condition as they create demands and determine societies’ needs and preferences and cost of 
providing goods and services (Zafra-Gómez et al. 2009).  
Revenue Capacity 
Revenue capacity as conceptualized by Manvel (1971) is concerned with the ability of a 
government organisation to obtain resources for public purposes. Similarly, Bradbury and Zhao 
(2007) also defined revenue capacity as the capability of local governments to raise revenues 
from their own sources. Consequently, as argued by Bradbury and Zhao (2007) revenue 
capacity should represent a local government’s taxable resources rather than actual tax 
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collected. The Productivity Commission in Australia sees revenue-raising capacity of local 
governments from two approaches. The fiscal capacity is measured by aggregate income 
represented by the ability of a community to purchase local government and private goods and 
services, willingness of the local community to pay for the services of the local government 
determines the amount of revenue that the local government can raise (Productivity 
Commission, 2008).  
Empirical Model 
Equation 1 represents the model of this study which outlines the relationships among factors 
influencing the financial conditions of municipal organisations.  
Y = αY + βPopDenPopDen + βPopPop+ βDSDS + βRCRC + ey.   (1) 
where Y = Financial Condition, PopDen = Population Density, Pop = Population Size, DS = 
Disaster Susceptibility, and RC = Revenue Capacity; βPopDen, βPop, βDS, and βRC are estimated 
regression coefficients; ey is an error in estimation; and αY is a regression intercept. 
The regression model reflects the core ideas underlying the determinants of local government 
financial conditions within the context of developing countries. The literature suggests that the 
socio-economic factors either increase or shrink an organisation’s fiscal space by affecting its 
scope of revenue generation, which in turn influences its financial condition. This is 
represented in the model by the effects of PopDen, Pop, DS and RC on municipal 
organizations’ FC.  
Hypothesis Development 
Population Density 
Population density (PopDen) in a municipal government is likely to affect its FC since it 
influences production cost of goods and services (Carruthers and Ulfarsson 2008). The cost 
function suggests that a municipal   organisation needs to be at optimal size in order to produce 
and provide public services at a lower average cost. The possibility of maximizing economies 
of scale is increased due to an increase in volume of goods and services production (Carruthers 
and Ulfarsson 2008). However, this optimal population size helps to reduce the per capita cost 
of service provision (Nollenberger 2003). In a similar vein, Carruthers and Ulfarsson (2008) 
argue that the benefit of scale economy due to increasing volume of production will be 
undermined if there is insufficient number of consumers of those services. Lower per capita 
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cost of services will stimulate local government organisations to provide more goods and 
services (Hyman 1993). Holding other factors constant, the higher the service level solvency 
of a city, the better will be its overall FC. This leads us to propose the following hypothesis: 
Hypothesis (H1): Population density of a municipal organisation is positively 
related with its financial condition. 
Population Size 
Population increase in a municipal organisation is likely to expand its revenue base but it also 
increases expenditure to meet the related extra service demands (Nollenberger 2003). Hyman 
(1993) contended that population size affects both demand and supply of goods and services 
provided by local government organisations. He further argued that an increase in population 
requires additional supply of goods and services which leads to an increase in demand, 
provided the goods and services supplied are normal and demand for these is elastic. On the 
contrary, an increase in population will also change the supply of services due to economies of 
scale for a larger population. However, a greater change in demand than supply leads to a 
higher per capita expenditure for local government organisations (Hyman 1993). Therefore, 
higher expenditure will cause a deficit in the local government  budget, which will lead to 
budgetary insolvency and thereby affecting local government  FC given other factors are held 
constant (Hyman 1993; Ritonga 2014). Similar to this argument, Wang et al., (2007) suggests 
that increased population will lead to increased demand which will deteriorate FC unless local 
government organisations realize additional revenue to fulfil this extra demand. Empirical 
research in this area also found a negative relationship between population size and local 
government’s FC (Jones and Walker 2007). This leads us to hypothesize that:    
Hypothesis (H2): Population size of a municipal organisation is negatively related 
to its overall financial condition. 
Disaster Susceptibility 
Disaster risk is a major environmental factor that has a significant role in shaping municipal 
organization’s  fiscal policy space since the natural devastation created by disasters have both 
expenditure and revenue implications (Wilson et al., 2015). While the restoration of physical 
infrastructure and public property can be funded differently, renewal of basic services and 
supporting victims usually cause public expenditure to soar (Newkirk 2001). Frequent disasters 
have circular effects in lowering the level of economic activities which ultimately reduces 
revenues of a local government organisation which is susceptible to natural disasters (Benson 
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and Clay 2014). In consequence, a municipal organisation may respond to the aftermaths of 
natural disaster by postponing or abandoning planned investment, deferring wage and salary 
increases (Benson and Clay 2014). This is evaluated by testing the following hypothesis: 
Hypothesis (H3): The more a municipal location is prone to disaster; the worse 
will be its financial condition. 
Revenue Capacity 
The capacity of a local government to raise revenue is widely seen as its ability to provide the 
level of goods and services demanded and desired by its constituents. Such goods and services 
are either private or public in nature, have natural monopoly or externality characteristics and 
are financed by a combination of fees, rates, indirect charges or grants (Freire and Garzόn 2014; 
Productivity Commission 2008). Although  municipalities can  decide the nature of goods and 
services they provide, the amount of funding available to their jurisdictions is an important 
determinant of the level of services they will be able to provide (Slack 2009). Municipalities 
should raise such funding from their own sources since effective and efficient local revenue 
management principles suggest local services should be clearly linked to the revenue sources 
and should be financed by their beneficiaries directly or indirectly (Freire and Garzόn 2014). 
Therefore, the more capable a municipality to raise its necessary revenue from its own 
jurisdictional boundary, the better it will be in financial sustainability and flexibility to respond 
to changes in the economy, evolving demographics, and changes in other factors (Freire and 
Garzόn 2014). This leads us to hypothesize that:    
Hypothesis (H4): Revenue capacity of a municipal organisation is positively 
related to its overall financial condition. 
Data and methodology 
Data Collection 
As the paper intended to study the relationships between spending pressure, revenue capacity 
and financial conditions in municipal organisations in Bangladesh, financial and demographic 
data were needed to be collected mainly from internal records of different municipalities.  The 
data needed to measure financial conditions and other demographic factors were compiled 
mostly from secondary sources like municipal profiles, annual reports, tax and revenue 
collection databases, and budget documents. With the assistance of the Local Government 
Division, Ministry of Local Government, Rural Development and Cooperatives, such data were 
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collected from a sample of 93 out of a total of 318 randomly selected municipal organisations 
for the financial year 2014-15. The corresponding explanatory variables for the same financial 
year were measured using data from the databases of Barua, Akhter and Ansary (2016), CDMP 
(2014) and LGED (2015).  
Measurement of Variables 
Financial Condition  
Financial condition (FC), as the dependent variable, was measured by a composite index 
following the methodology developed by OECD (2008). The index was constructed from four 
dimensions, viz., short term solvency, budgetary solvency, service level solvency and long 
term solvency (Jacob and Hendrick 2013; Wang et al.  2007), which were measured by eleven 
indicators (shown in Table 3-1) as suggested by various researchers (Maher and Deller 2011; 
Nollenberger 2003; Ritonga 2014; Wang et al. 2007). Indicator values were normalized by 
(Actual value – Minimum value)/ (Maximum value – Minimum value) (OECD 2008) and 
aggregated to determine dimension indices. These dimension indices were then aggregated to 
measure the ultimate FC Index (Wang et al. 2007).  Keeping consistency with OECD (2008), 
we used weighted average method to aggregate indicator and dimension values to reflect the 
proportional relevance of various indicators and dimensions. The formula we used for 
calculating the weighted average is:∑ (Ai x Wi)
n
i=1 , where, A = indicators for dimension values 
and dimensions for FC index; W = Weight; n = 2 to 3 for dimension indices and 4 for FC index. 
Weights of indicators and dimensions were determined by principal component analysis 
(OECD 2008). 
Explanatory Variables  
As stated before, the explanatory variables examined in this study were measured using data 
from relevant databases such as, the local government population density and population size 
data from LGED (2015), and the disaster susceptibility from survey data. The measurement 







Table 3-1: Measurement of Variables and Data Sources 
Variables Measurement Data source 











of municipal  
organizations 






Short term solvency was operationalized by the following three 
ratios: (cash and cash equivalent + short term investment)/current 
liabilities; (cash and cash equivalent + short term investment + 
receivables)/current liabilities; and current liabilities/current 
assets. These ratios indicate, although in varying degrees, the 
availability of liquid asset.   
Budgetary 
solvency 
Budgetary solvency was measured by the following three ratios: 
(total revenue – special allocation fund)/ (total expenditure – 
capital expenditure); (total revenue – special allocation 
fund)/employee expenditure; and (total revenue – special 
allocation fund)/total expenditure. All ratios compare local 
government yearly expenses with corresponding revenues; 
therefore, values over 1 indicate local government revenue is 




Following Ritonga (2014), service level solvency was measured 
by the following three ratios: total taxes/population; total 
revenues/population; and total expenses/population. The higher 
the value of these ratios, the better will be the local government 
service level solvency. 
Long term 
solvency 
The following two indicators were used to measure long term 
solvency: long term liabilities/total assets and long term 
liabilities/population. While the former shows whether a local 
government organisation possess enough assets to cover up its 
long term liabilities, the latter ratio indicates per capita debt 
burden. As suggested by Wang et al. (2007), these two ratios were 
reversed before averaging them to measure this dimension so that 
they can be included in the determination of FC Index.  
Revenue 
capacity 
Revenue capacity = Property tax capacity (PTC) +  Other revenue 
capacity (ORC) 
PTC = ∑(𝑇𝐴𝑃𝑉 𝑋 𝑀𝑃𝑇𝑅) 
Where, TAPV  = Total assessed property values 
             MPTR = Municipal average property tax rate 
ORC  = Municipal average per capita collections X municipal 
population   
PopDen Total population/surface area in km2. LGED (2015) 
Pop Number of population registered to live within the jurisdictional 
boundary of local government organisations. 
LGED (2015) 
DS Using the multi-hazard zoning of Bangladesh developed by 
Barua, et al. (2016) and CDMP (2014), we determine the 
municipal vulnerability to disasters.a 
Barua et al. 
(2016); 
CDMP (2014) 




Empirical Results and discussions 
Descriptive Statistics and Correlations 
The descriptive statistics for the variables examined are reported in Table 3-2. PopDen 
(measured by taking natural logarithm) shows variability of a standard deviation of 0.51 
person/km2 from a mean of 7.89 person/km2 and the binary variable, DS, varies in terms of 
standard deviation of 0.50 from its mean 0.57. While the mean of Pop (measured by taking 
natural logarithm) is 10.40 with a standard deviation of 0.50, the average RC measured by 
natural logarithm is 16.54 with a standard deviation of 0.58. The average value of municipal 
FC is 0.25 with a standard deviation of 0.09.  
Table 3-2: Descriptive Statistics and Correlations 
Variables Descriptive statistics Correlations 
 Mean Med. Max.  Min. Sk. Ku. SD 1 2 3 4 5 
1. PopDen 7.89 7.83 9.08 6.81 0.07 -0.66 0.51          
2. Pop 10.40 10.46 11.42 8.84 -0.30 0.02 0.50 0.30      
3. DS 0.57 1.00 1.00 0.00 -0.29 -1.96 0.50 -0.17 -0.35     
4. RC 16.54 16.48 18.26 15.06 0.38 0.52 0.58 0.32 0.43 -0.64    
5. FC 0.25 0.24 0.53 0.08 0.77 0.52 0.09 0.08 -0.33 0.03 0.24  
N = 93; Bold figure indicates correlation is significant at p<0.01; Med. = Median; Max. = 
Maximum; Min. = Minimum; Sk. = Skewness; Ku. = Kurtosis; SD = standard deviation 
Before reporting the results of regression analysis concerning testing hypotheses, we calculated 
the Pearson’s coefficient of correlation (shown in Table 2). Of the reported ten relationships, 
four relationships between variables hypothesized in the empirical model are of interest. Of 
these four relationships, Pop and RC are found to be significant. As shown in Table 3-2, while, 
Pop is negatively correlated to FC, RC is found to be positively correlated to FC. With this 
strength and direction of association between variables, we now move onto regression analysis 
to test the hypotheses by shedding more light on the relationship between predictors and FC as 
stated in the theoretical discussion part. 
Results of the Regression Analysis 
We conducted multivariate regression analyses to test the proposed hypotheses. The empirical 
evidence obtained from regression equation 1 where we regressed PopDen, Pop, DS and RC 
on local government FC is shown in Table 3-3. The significant F value justifies the model’s 
rationale in explaining the relationship of FC with PopDen, DS, Pop and RC. As suggested 
by the value of R2, around 32.80 per cent of the variability in FC is explained by the four 
independent variables. As the results in Table 3 show the coefficients of PopDen, DS and RC 
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are positive but it is negative for Pop and all four relationships except PopDen are 
statistically significant; thus, these empirical evidences provide support for hypotheses 2, 
3 and 4 but not for 1 predicting Pop, DS, RC and PopDen are significantly related to FC, 
respectively with a negative direction for hypotheses 2, but positive direction for hypothesis 1, 
3 and 4.  
Table 3-3: Regression Results 
   Stand. coefficient t statistic P-value 
Variables    
PopDen 0.016 1.000 0.32 
Pop -0.095 -5.320 0.00 
DS 0.042 2.047 0.04 
RC 0.090 4.826 0.00 
Statistic    
R2  0.328  
F  10.715 0.00 
This paper investigated the interactions between socio-economic factors representing spending 
pressure and revenue capacity, and local government FC, an area which is not well researched 
in the local government financial condition literature. The findings on PopDen in our study 
does not conform to the findings of earlier researchers, such as, Carruthers and Ulfarsson 
(2008) and Nollenberger (2003) who reported a negative relationship between PopDen and 
cost of providing public services thus a positive significant relationship between PopDen and 
local government FC. They argued that a higher PopDen helps local government organisations 
to achieve economies of scale and cost efficiency leading to higher service level solvency, 
which in turn leads to better FC holding other factors constant. The possible explanation for 
the insignificant relation found in this study is attributable to the inefficiency prevalent in local 
government operational activities in Bangladesh. A large part of local government operational 
expenditure in Bangladesh is employee expenditure (Fox and Menno 2008), which is 
considered to be fixed. The magnitude of inefficiency in local government operational 
expenditure surpasses the efficiency gain from higher PopDen. This suggests that the densely 
populated local government organisations in Bangladesh failed to benefit from ensuing scale 
economies and cost efficiency and are unable to reduce per capita services cost. This is also 
supported by the finding of Ritonga (2014) who reported a similar result obtained from a study 
conducted on local government in Indonesia.  
The empirical support for the positive significant relationship between DS and FC validates 
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our theoretical expectation. Although no previous study directly investigated this relationship 
empirically, other relevant studies are just as applicable for explaining this output. Several 
studies focused on analysing the effects of disaster on growth, although results of such studies 
are not conclusive. There is an agreement that disaster is negatively related to economic growth 
and severe disasters requiring massive reconstruction can eventually lead to poverty traps 
(Hallegatte and Dumas 2009). Noy and Nualsri (2011) found that large scale of natural disaster 
in developing countries cause governments to reduce their spending and raise revenue. Alesina, 
Campante, and Tabellini (2008) also argue that public organizations in developing countries 
respond to sub-optimal pro-cyclical fiscal policies by cutting expenditure. The reduction in 
spending eventually undermines their service level solvency. Thus, disaster weakens a local 
government organisation’s FC by affecting its various dimensions specially service level 
solvency.  
 The significant negative relationship between Pop and FC found in this study is also in 
agreement with the findings of earlier studies (such as Ritonga 2014; Wang et al., 2007).The 
arguments provided by these researchers serve as the explanation for this negative relationship. 
They suggest that increasing population size beyond a certain level undermines scale 
economies and leads to higher cost of production. To deal with rising service costs due to 
increasing population, local government organisations need to either raise revenue level or 
borrow money. Otherwise, they will have to maintain the current level of goods and services 
ignoring the extra service demand. While the former measure will increase service solvency at 
the expense of other dimensions – short term, budgetary or long term solvencies, the latter 
strategy will just reverse the preceding outcome. In either case, the overall FC of local 
government organisations will be deteriorated.  
The significant positive relationship between RC and FC of municipal organization is also in 
commensuration with previous study. Municipal organizations in Bangladesh are considered 
to be very low in capacity in raising revenue from their own sources and are very poor in their 
FC which causes their constituents to suffer from insufficient and substandard services (Fox 
and Mennon 2008). Where local government has limited capacity to raise revenue, urban 
government suffers from poor expenditures and deteriorating financial condition (Slack 2009).  
Conclusion 
In this study, we investigated how PopDen, DS, Pop and RC influence municipal organisations’ 
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FC. Drawing on extant literature, we proposed a regression model and derived hypotheses. We 
used data from a sample of municipal organisations in Bangladesh and tested the proposed 
hypotheses by multivariate regression analysis. The results supported all but one causal 
relationships hypothesized in the study. While DS, Pop and RC are directly and significantly 
related to municipal FC, PopDen is found to be insignificantly related. The outcome of this 
study has far reaching managerial and policy implications; while managers of local government  
organisations will find the findings useful in managing their financial resources recognizing 
how the overall FC of their organizations vary with the changes of socio-economic factors, 
policy makers will be benefited as the enhanced knowledge about the determinants of local 
government  FC will help them to devise effective transfer policy and monitor local 
government  performance.  
The study is limited to investigate only a sub set of municipal organizations socio-political 
factors and therefore does not provide comprehensive knowledge in this regard; nevertheless, 
its contribution to relevant literature is immense. The outcomes of the study show each 
hypothesis in their own way provides support for aspects of the theory used for deriving 
hypotheses. Besides this theoretical contribution, this study provides empirical evidence for 
including unexplored factors which are specifically related to the developing country context. 
Inclusion of other related factors especially from local government organisations’ managerial 
and organizational environment will further alleviate limitation of the study.  
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Chapter 4 : Impacts of Managerial and Organizational Factors 
Chapter – 4 presents the studies carried out to examine the impacts of managerial and 
organizational factors on municipal financial condition with a special emphasis on the role of 
MCSs. As shown in Figure 4.1, two studies (article 3 and 4) were carried out to examine the 
influences of these groups of factors. Study 3 was carried to investigate the influence of 
mayoral competence, chief accountant’s competence, managerial involvement and managerial 
autonomy along with the mediating effects of strategic control systems. This study was 
conducted in response to RQ4 and RQ5. 
Development of index 










































Figure 4-1: Linkage of study 3 and study 4 with the overall objective of              
the thesis. 
Study 4 was designed to examine the influence of stakeholder engagement, development 
oriented culture, organizational autonomy and the use of quality information; specifically it 
examined whether the influences of these factors were mediated by their relations to develop 
budget as enabling control systems. Such a study was necessary to answer RQ6, RQ7 and RQ8.  
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Based on previous theoretical as well as empirical studies, the four managerial variables were 
hypothesized to have direct relationships with municipal financial conditions controlling for 
municipal revenue diversification and size. Such influences were also predicted to take an 
indirect route through the mediation of strategic control systems. Similarly the four 
organizational variables were also hypothesized to be directly related to municipal financial 
condition. However, their indirect influences through the mediation of enabling budgetary 
control systems were hypothesized to be significant for municipalities with higher revenue 
diversification and larger in size but insignificant for municipalities with lower revenue 
diversification and smaller in size.  
The hypothesized relationships were tested using data collected from 93 representative 
municipalities of Bangladesh. While the financial data were collected from budgetary 
documents, financial statements and other relevant reports to measure financial conditions and 
revenue diversification, other data were collected by questionnaire through a survey to 
measure the independent and mediating variables studied in both of the studies. The size of 
municipalities was measured by the number of fulltime employees from the data of LGED 
(2015). Structural equation modelling results conducted by partial least square analysis using 
SmartPLS supported the significant direct relationships of all four managerial factors except 
for mayoral competence with municipal financial condition but not the indirect effects through 
the mediation of strategic control system. Regarding organizational variables stakeholder 
engagement, development oriented culture and municipal organizational autonomy were found 
to have direct influences on organisational financial conditions except for the use of quality 
information; however, the indirect effects of the explanatory variables with significant direct 
effects through the mediation of EBCS was found to be significant (insignificant) in situations 
where municipalities have higher revenue diversification (lower revenue diversification) and 
are larger in size (smaller in size). The findings of both studies contributed to achieve research 
objective two (RO2) of the thesis.  
Manuscript preparation process for Article 3 
The design and methodology of study 3 were determined in consultation with the principal 
supervisor. 
   
After collecting and analysing data, the manuscript of study 3 was prepared under the 
direction of the principal supervisor. Discussion with Dr Aldonio Fernandes Ferreira of 
Monash University particularly on the model of this study was very effective in improving 
the manuscript. 
   
After preparation of the manuscript, it was submitted to the Global Accounting & 
Organisational Change 2017 conference. 
   
The paper was reviewed by two anonymous reviewers and was accepted for presentation in 
the conference. The paper was revised incorporating the comments of the reviewers and was 
presented in the conference held in Melbourne in November, 2017. 
   
The paper was further benefitted from the comments made by participants of the conference 
on the concepts used, theoretical development, and statistical analysis of the study. 
   




Strategic Control Systems, Managerial Attributes and Organizational 
Financial Conditions: An Empirical Study 3 
Abstract 
This paper examines the impact of managerial factors on organizational financial conditions. 
More importantly, this paper investigates whether the use of strategic control systems mediates 
the relationships between managerial attributes and financial conditions. The empirical 
evidences from a combination of a survey and financial data from 93 local government 
organizations in Bangladesh suggest that managerial factors such as, chief accountant’s 
competence, managerial autonomy and involvement significantly influence organizational 
financial conditions. In contradiction to our theoretical expectation, mayoral competence as 
well as the mediating role of strategic control systems is not found to be significant in this 
study.  
Keywords: Managerial involvement, managerial autonomy, strategic control system, financial 
conditions, mayoral competence, chief accountant’s competence. 
Introduction 
In recent decades local government organizations have experienced financial upheavals due to 
changes in socio-economic conditions such as, demographic changes, local business cycle 
changes, and an increase in service demands (Hendrick 2011; Kloha, Weissert, and Kleine 
2005). There is an increasing body of literature devoted to understand how these changes 
impinge on financial conditions in local government organizations; such conditions ultimately 
affect their capacity to offer services to local citizens (Zafra-Gomez, Lόpez-Hernández, and 
Hernández-Bastida 2009). Financial condition is implicitly illustrated in this stream of research 
as an outcome of appropriate policies and strategies that organization adopt to balance its fiscal 
structure with fiscal environment (Hendrick 2011). However, it will be argued here that such 
an analysis in the literature is partial, not least, as it ignores the influence of organizational 
processes, especially the role played by strategic control systems (Dennis 2004; Hendrick 
2011),  which serve a critical role in achieving organizational goals (Henri 2006; Mundy 2010; 
Simons 1987, 1991).  
A number of studies explore the influences of various managerial factors (Avellaneda 2008, 
2009, 2012; Barrick et al. 2015; Bouchard 2002; Gillet et al. 2013; Islam 1993; Jena and Sahoo 
2012; Knudsen and Mortensen 2011; Lambart and Pezet 2010; Lumpkin, Cogliser and 
Schneider 2009; Uzkurt et al. 2013; Verle et al. 2014) on organizational performances and offer 
several insights. These factors range from competency of top executives to managerial 
                                                          
3 This article is submitted to Journal of Management Accounting Research journal and is currently under review 
90 
 
autonomy and involvement (Avellaneda 2012; Lambart and Pezet 2010; Uzkurt et al. 2013; 
Riordan, Vandenberg and Richardson 2005). Past studies suggest that managerial attributes are 
instrumental in devising and implementing public policies and strategies for raising revenue 
and delivering public services (Burkert and lueg 2013; Chenhall 2003; Elbanna, Andrews, and 
Pollanen 2016; Lueg and Radlach 2016; Riordan et al. 2005; Widener 2007). Despite long-
standing recognition of the role of managerial factors in strategy formulation and 
implementation (Andrews, Boyne and Walker 2006; Andersen 2000; Boyne and Gould-
Williams 2003),  previous studies have investigated the individual influences of some of such 
factors alone rather than examining how these factors in combination influence strategic 
control system to achieve organizational performance specifically in public sector 
organizations (Andrews, et al. 2009; Brock 2003; Hendrick 2011; Johnsen 2015; Schreyögg 
and Steinmann 1987; Scott, Bishop, and Chen 2003; Simons 1994).   
Strategic control system is viewed as a holistic framework (Merchant and Otley 2006; Otley 
1999; Widener 2007) which in one hand deals with strategic uncertainty and risk, and on the 
other hand, it also focuses on operational aspects where organizational leaders clarify their 
objectives and thereby develop a framework for allocating resources in line with the identified 
strategies (Boyne and Gould-Williams 2003). Unlike traditional control systems SCS 
incorporates a feedforward approach which is future-oriented and anticipatory; therefore, SCS 
is more dynamic and effective in dealing with both internal and external uncertainties (Preble 
1992). Moreover, SCS also focuses on achieving a balance between short term and long-term 
objectives rather than emphasizing short-term performance at the expense of organizations’ 
long-term survival (Goold 1991; Ittner and Larcker 1997). These features of SCS therefore 
make it worthwhile to examine its linkage with organizational financial condition. Similarly, 
the paper uses financial condition instead of financial performance as it captures an overall 
performance of local government by including short and long-term solvencies, and service 
performance (Hendrick 2011; Jacob and Hendrick 2013).   
Such a use of management control systems intersects organizational financial conditions, a 
combination of both short and long term financial status and performance (Hendrick 2011), 
because component of SCS like action plans, target setting, reward systems ensure strategic 
implementation (Bedford, Malmi and Sandelin 2016; Bisbe and Otley 2004; Henri 2006; 
Langfield-Smith 1997; Simons 2000), internal monitoring assists managers to take corrective 
actions (Goold 1991; Ittner and Larcker 1997), and external monitoring helps to deal with 
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strategic uncertainties (Bisbe and Malagueño 2009; Simon 1991). Using such a combination 
of control processes organizations can achieve a balance between short-term and long-term 
performances (Goold 1991; Ittner and Larcker 1997), the outcome of which eventually 
determines their financial conditions (Hendrick 2011).  
Despite recognizing the significance of SCS in achieving overall organisational performance, 
there is a paucity of research on examining the relationship between managerial factors and 
strategic control systems for delivering the required results with a few exceptions which focus 
on managerial autonomy and effectiveness of strategic planning (Elbanna 2016) and the impact 
of management capacity on local government performance in terms of financial conditions 
(Dennis 2004; Hendrick 2011).  As a result, very little is known about the role of SCS in 
determining the influences of managerial factors on local government financial conditions 
(Hendrick 2011). This study seeks to fill this gap in public sector management accounting 
literature by investigating the influence of managerial factors on the application of SCS, which 
in consequence impact local government financial conditions. This research is designed to 
achieve two objectives. First, it intends to provide theoretical explanations for the direct 
influence of managerial factors on organizational performance, municipal financial conditions 
in this case, and how these influences are mediated through SCS. For this objective, a 
conceptual model was developed from which relevant hypotheses were derived. Second, this 
study aims to empirically validate the proposed conceptual model by testing the hypotheses 
developed.  
The theoretical explanations and empirical evidences reported in this paper make significant 
contributions to a growing body of literature on public sector strategic control systems and 
management literature. First, this study develops and tests a comprehensive model of 
managerial factors and municipal performance. Particularly while shedding light on the 
theoretical linkage of managerial factors with municipal performance, this study argues that 
current knowledge in the existing literature is partial since prior studies while examining this 
causal mechanism have focused primarily on some specific managerial factor (Brock 2003; 
Collier, Fishwick and Floyd 2004; Fauré and Rouleau 2011; Floyd and Wooldridge 1992; Jena 
and Sahoo 2012; Kurz and Bartarm 2002) thus providing only a partial explanation of the 
relationship. For example, managerial autonomy was found to be related to performance since 
it promotes positive motivation, satisfaction, absenteeism and turnover outcomes (Hackman 
and Oldham 1976 sited in Brock, 2003). Competent managers on the other hand are necessary 
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to better analyse problems and formulate and present ideas logically and convincingly which 
eventually lead to better performance (Chong 2013). Similarly, managerial involvement 
impacts performance due to positive changes in attitudes of engaged employees (Lawler, 
Mohrman and Ledford 1995). By combining multiple managerial factors in a single study, this 
research provides a comprehensive understanding on this relationship that has enriched the 
management literature. Second, while elucidating the indirect relationship of managerial 
factors with municipal performance, this research enriches management accounting literature 
by explaining the theoretical linkages of such factors with strategic control systems. More 
precisely, although past studies have recognized the role of control function in the strategic 
management process and underscored strategic capabilities and actions for achieving desired 
results (Andrews, Boyne and Walker 2006; Schreyögg and Steinmann 1987; Simons 1991; 
Tavakoli and Perks 2001), this study explains how a combination of four managerial attributes 
contribute to the development and usage of strategic control systems for better performance. 
Such theoretical insights are currently lacking in the existing literature. Thirdly, the use of 
objectively measured multi-dimensional dependent variable, municipal financial condition, is 
a unique contribution to existing literature where such variable was narrowly defined and 
measured mostly from subjective responses (Wooldridge and Floyd 1990). The broadly defined 
dependent variable used in this study provides an opportunity to shed more light on the various 
theoretical connections on the relationships of managerial factors and strategic control systems 
with municipal financial conditions. Finally, the empirical evidences derived from this study 
enrich the existing literature which is predominantly conceptual and theoretical in nature. 
The paper is organized as follows. In the next section, a conceptual framework leading to the 
development of theoretical model along with research hypotheses is presented. Following this, 
research site, methodology and data collection process are illustrated in section three. The 
results of the study are outlined and analysed in section four. The empirical findings are 
discussed along with conclusions are drawn in section five, which is followed by contributions 
made by this study and directions for future researches.  
Literature Review, Conceptual Model and Hypothesis Development 
Literature review 
Managerial attributes   
Managerial factors play a significant role in determining local government performance as they 
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influence organizational resource planning and decision making for providing services 
(Hendrick 2011). For the purposes of this study such factors are represented by the competence 
of significant actors such as mayors and chief accountants, managerial autonomy and 
managerial involvement. While chief accountants are internal members with a significant role 
in designing and producing information for decision making (Lambert and Pezet 2011), mayors 
in mayor-councilor form of local governments embody not only political but also managerial 
leadership and play hands on approach on local government strategic and operational aspects 
(Avellaneda 2009). The competence of these key actors along with their autonomy and 
involvement has significant influence on organizational performance.  
Managerial competence 
Managerial competence is recognized as an important contributory factor for organizational 
performance since managers’ skills, knowledge, traits, behavior, and/or styles are instrumental 
in devising and implementing public policies for raising revenue and delivering local services 
(Avellaneda 2008; Hendrick 2011; Jena and Sahoo 2012). A significant amount of literature 
has been devoted around this concept where various authors have viewed managerial 
competence in terms of managers’ having “pronounced desire for achievements as well as 
strong capability for problem solving, strategic planning, and readiness for change” (Verle, et 
al. 2014). In this study, managerial competence is viewed as human-capital related 
characteristics like qualification and experience to acquire knowledge and skills that lead to an 
improved efficiency and job performance (Avellaneda 2009; Collin 1989).  
Following this, mayoral competence is conceptualized in terms of their skills and knowledge 
necessary for managing municipal human resources, motivating employees by communicating 
municipal vision, undertaking activities for creating better managerial environment, acquiring 
more resources for their organizations (Merier and O’Toole 2002), solving problem and 
developing creativity in choosing appropriate strategies and using control systems to 
implement chosen strategy (Avellaneda 2009).  
Similarly, chief accountants’ competence is defined in terms of their skills and knowledge on 
measuring, recording, monitoring, and verifying financial data to provide information 
necessary for both internal and external stakeholders. While internal managers use accounting 
information for making both day-to-day operational and strategic management decisions that 
could include but not limited to translating strategies into action plans and action plans to 
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budgets, evaluating performances, and monitoring the success of the implementation of 
strategy backed action plans, external stakeholders use accounting information reported to 
them for making investment or finance decisions. 
Managerial autonomy 
Although managerial autonomy is an established concept in management literature, it has been 
viewed differently in previous research (Lumpkin et al. 2009) ranging from “the independent 
action (Lumpkin and Dess 1996) to ability to make significant decisions without the consent 
of others” (Brock 2003). Hughes and Morgan (2007) view autonomy as the power that 
encourages managers to think, decide and act without interference. Autonomy is often 
recognized as a construct of spectrum of power or control where the degree to which managers 
have control or decision-making power within the work environment is referred to as structural 
autonomy or ‘autonomy of means’ (Bouchard 2002), by contrast, ‘strategic autonomy’ or 
‘autonomy of goals’ refers the extent to which managers have control over goals (Bouchard 
2002). In this study, managerial autonomy is considered as the degree to which managers 
possess decision making power about both means and goals without the need to get approval 
from hierarchical levels and have abilities to carry out their organizational functions 
independently without much surveillance and external control (Wilkinson 2004).  
Managerial involvement  
The term involvement is interchangeably used with participation, engagement or 
empowerment (Gollan and Xu 2015). Managerial involvement was defined by Kahn (1990, p. 
694) as “the harnessing of organization members’ selves to their work roles; in engagement, 
people employ and express themselves physically, cognitively, and emotionally during role 
performances”. Such an involvement takes place in many ways including direct or indirect, 
formal or informal work-place arrangements through which employees take part in decisions 
about their jobs and work place (Knudsen and Mortensen 2011). The forms of employee 
involvement differ in scope of decisions, strength of influence exerted, and organizational level 
at which decisions are made (Gollan and Xu 2015). Depending on the depth and scope of each 
form of participation, the strength of managerial involvement may vary; while the nature of 
involvement may vary from a mere reception of information to consultation and negotiations, 
scope varies from operational matters (day-to-day tasks) to strategic issues (organizational 
vision, mission, goals, investment, etc.) (Knudsen and Mortensen 2011). Therefore, recent 
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conceptualization of strategic management emphasizes wider participation of managers in the 
decision-making process (Wooldridge and Floyd 1990).  
Strategic control system 
Strategic control systems as viewed by Schendel and Hofer (1979) answer whether a strategy 
is implemented as planned and the results achieved are in commensuration with expectations. 
Organizations need to formulate strategies, develop action plans and measure performance for 
effective and efficient strategic implementation; they also require a mechanism of detecting 
deviations (if occur) for feeding the derived information backward or forward to continue 
strategic management process. Strategic control systems therefore have subsequently been 
viewed holistically in strategic management literature encompassing a combination of elements 
including strategy implementation, internal monitoring, and external monitoring mechanisms 
(Goold and Quinn 1993; Ittner and Lrcker 1997)  
Effective strategic implementation is ensured by processes such as developing action plans and 
setting targets for chosen strategic objectives, assigning accountability for carrying out action 
plans, and instituting rewards systems with strategic objectives to align managers’ behavior to 
achieve strategic goals ensuring a proper balance with short-term results (Goold and Quin 
1990; Govindarajan and Gupta 1985; Ittner an Larcker 1997). Internal monitoring of 
performance against strategic targets provides management with information necessary to 
make adjustment of actions or strategies in case actual results deviate. Monitoring of external 
environment is necessary to provide feedback on the strategy’s success in terms of strategic 
uncertainties that may challenge the validity of assumptions underlying the organization’s 
action plans (Bromwich 1990; Ittner and Larcker 1997)  
Considering the discussion given in strategic control literature and following Goold (1991), 
this study conceptualizes strategic control system as the formalized processes including 
periodic review of strategies according to strategic objectives, devising action plans in 
commensuration with strategic objectives, translating action plans to budgets, and monitoring 
performance (Goold 1991; Ittner and Larcker 1997). 
Financial conditions  
Despite disagreements in defining the term financial control, researchers unanimously agree 
that it measures a municipality’s ability to fulfill its financial obligations and meet service 
demands both in short and long terms (Hendrick 2011; Rivenbark and Roenigk 2011; Wang, 
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Dennis and Tu 2007). Municipalities that can satisfy these obligations without increasing loans 
or incurring financial hardship are said to be in sound financial conditions (Wang and Liou 
2009; Zafra-Gomez et al. 2009). Groves, Godsey and Nollenberger (2003) propose to 
conceptualize financial condition in terms of four different types of solvency, viz., long-run, 
service level, budgetary, and cash solvencies. While the long-run solvency indicates an 
organization’s existing long-term obligations on its future resources, service level solvency 
refers to its ability to provide and sustain a service level that constituents require and desire. 
The budgetary solvency refers to its ability to generate sufficient annual revenues to finance 
both current and desired level of services and finally, the cash solvency demonstrates the ability 
of an organization to generate sufficient financial resources to pay its current liabilities (Groves 
et al. 2003; Wang et al. 2007).  
Conceptual model 
Figure 4-2 represents the conceptual model of this study that outlines the relationships between 
managerial factors and municipal financial conditions through the mediation of strategic 
control systems. Following the arguments in previous research, it is recognized that mayoral 
competence (MC) and chief accountant’s competence (CAC) influence organizational outcome 
since as stated both are key personnel in shaping and implementing municipal financial 
management decisions (Avellaneda 2009; Cheng, Ionnou, and Serafeim 2014). The 
administrator is not included as in many developing countries they simply are involved with 
implementing the decisions made by mayor-dominated municipalities (Avellaneda 2009). 
Another attribute that is considered relevant in this context is to examine how managerial 
involvement (MI) influences organizational performance. The underlying basis for examining 
such relationship is the argument of Macey et al. (2009) who suggest that involvement not only 
enhances employees’ psychological feeling about their work, so they become focused, intense, 
and enthusiastic but also change their behavioral attitudes, so they are more persistent, 
adaptable, and proactive. Local governments in many developing counties are characterized by 
their managers’ having lower level of autonomy (Yilmaz, Beris, and Serrano-Berthet 2010) 
which is related to organizational performance (Moynihan 2008); therefore, the relationship 
between managerial autonomy (MA) and municipal performance is included in the conceptual 
model.  In compliance with the identified need of using diversified dimensions of 
organizational performance as outcome variable to alleviate over reliance on self-reported 
financial performance in management tool and control research (Chenhall 2003; Otley 2016), 
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financial condition (FC) is used as municipal performance for this study. For reasons just stated 
mayoral competence (MC), chief accountant’s competence (CAC), managerial involvement 
(MI) and managerial autonomy (MA) are chosen as managerial factors, which are first expected 
to have a positive and direct influence on municipal FC (represented by hypotheses, 1, 2, 3 and 
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Figure 4-2: Conceptual model. 
Hendrick (2011) contends that financial conditions of local government organizations are 
related to their external fiscal policy space, an environment that impinges on their management 
decisions. However, the relationship should not be seen in simple terms as it also depends on 
fiscal structure that is related to internal organizational process and is the outcome of 
cumulative and current financial management policies and practices of local governments 
(Hendrick 2011). Therefore, implicit in the determination of a local government financial 
condition is the role of management tools in choosing the specific course of actions to respond 
to their changing environment (Hendrick 2011). SCS has been chosen for this study as such 
management tool because of its focus on achieving a balance between short term and long-term 
objectives rather than emphasizing short-term performance at the expense of organizations’ 
long-term survival (Goold 1991; Ittner and Larcker 1997). SCS is particularly relevant for this 
study since maintaining a sound financial condition for local government depends not only on 
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short-term operating activities but also on longer-term strategic objectives (Hendrick 2011; 
Jacob and Hendrick 2012). This is represented by the linkage between SCS and FC as shown 
in the conceptual model, and is hypothesized in hypothesis 5.    
Furthermore, as part of the influences of the explanatory factors is expected to be channeled 
through decision efficiency and enhanced capacity in terms of their roles in devising and 
implementing SCS, it is stipulated that these factors will influence municipal performance 
through the mediation of SCS (represented by hypotheses 6, 7, 8 and 9 for MC, CAC, MI and 
MA, respectively). Considering the probabilities of the impact of municipal size (Chong 2013; 
Elbana 2016; Elbanna et al. 2016) and financial certainty (Hendrick 2011; Di Francesco and 
Alford 2016) on strategic control systems and municipal financial conditions, both size and 
financial certainty are incorporated in the model as control variables. The relationships as 
hypothesized in this model are further discussed in hypotheses development part of this section. 
Hypotheses development 
Direct effects of managerial attributes on municipal financial condition 
Mayoral competence  
Mayor being the single most important player in a mayor-councilor form of municipality 
significantly dominates the municipal managerial decision-making process (Avellaneda 2012). 
Following this logic, it is expected that mayoral competence is likely to have direct influence 
on municipal financial condition (Avellaneda 2008, 2012; Poister and Streib 1999). As 
discussed before, municipal financial condition is the outcome of management decisions since 
top executive’s wrong decisions may jeopardize municipal financial conditions (Hendrick 
2011). While part of such decision is related to creating municipal financial structure (an issue 
to be developed further in latter section), other decisions are related to managing resources, 
motivating employees, creating better work environment, acquiring more resources (Merier 
and O’Toole 2002) which have significant influence on municipal financial condition 
(Hendrick 2011). Therefore, mayoral competence by influencing such decisions can impact 
municipal financial condition; for example, Johansen and LeRoux (2013) found mayoral 
competence is related to achieving efficiency in terms of reducing expenditure. Likewise, it is 
also related to securing more fiscal transfers; particularly when such transfers are not formula 
based and nontransparent, their distributions are based on intergovernmental negotiations the 
success of which depends on mayoral competence (Poister and Streib 1999). Mayoral 
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competence is also found to be significantly related to other activities like effective 
management of materials and human resources (Avellaneda 2008, 2009; Hendrick 2011). 
Furthermore, qualified mayor being the leader motivates organizational staff to deliver superior 
performance (Quick 1992). Therefore, the following hypothesis is proposed:  
H1: Mayoral competence is positively related to municipal financial condition. 
Chief accountant’s competence 
Chief accountants’ role in organizational management has been well researched in accounting 
and strategic management literature (Eldenburg et al. 2010; Goretzki, Strauss, and Weber 2013; 
Lambert and Pezet 2011; Wang et al. 2014). Chief accountant plays significant role in 
achieving organizational objectives since accounting is seen as the technique of producing and 
interpreting data for decision-making (Lambert and Pezet 2011). While the influence of internal 
managers’ decision on achieving and maintaining healthy municipal financial condition takes 
the indirect route of strategic management and problem solving (Hendrick 2011), an issue to 
be developed further in latter section; external stakeholders’ decisions on providing revenues 
in terms of taxes, fees, proceeds from borrowing or capital raising will have direct impacts on 
municipal financial condition (Hendrick 2011; Venkateswaran 2014). Providing citizens with 
the necessary information to show them the clear link between the services funded and revenue 
received significantly motivates them to pay their taxes regularly (Venkateswaran 2014). Lack 
of such accountability is also found to be the main reason for poor municipal revenue 
enforcement in many developing countries (Venkateswaran 2014). Chief accountant’s 
competence in terms of maintaining their skills and knowledge is a pre-requisite for producing 
relevant, reliable, accurate information in a timely manner to fulfill the requirement of 
information users. Therefore, it is hypothesized that:  
H2: Chief accountants’ competence is positively related to municipal financial condition. 
Managerial autonomy 
Research in management literature examined the role of managerial autonomy in determining 
organizational performance (Brock 2003; Nielson 2013; Barrick et al. 2015; Rosenberg and 
Ferlie 2016). They argue that autonomy promotes employee engagement that in turn is linked 
with performance; it enhances employees’ performance related factors like collective efficacy 
and group potency (Bakker and Schaufeli 2000). Researchers suggest that managerial 
autonomy in personnel and financial management promotes innovation-oriented behavior and 
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creativity (Uzkurt et al. 2013). Such an attribute is particularly useful for local government 
organizations facing financial distress since managers’ innovativeness is necessary to reduce 
cost in service provision (Peters 2011) and achieve greater efficiency (Zafra-Gómez, et al. 
2013), thereby minimizing financial difficulty. Hence: 
H3: Managerial autonomy is positively related to municipal financial condition. 
Managerial involvement 
Researchers underscore the necessity of flexibility and responsiveness for organizations to be 
successful in a dynamic operating environment (Miles et al. 1997). Managerial involvement is 
seen as an effective way in achieving such responsiveness (Riordan et al. 2005). Lawler and 
his colleagues, cited in Riordan et al. (2005) suggest the managerial involvement engenders 
better utilization of employee capabilities. Thus, by helping proper utilization of human 
resources, managerial involvement enables organizations to speed up operational processes and 
innovations leading to the production of better products/services since employees’ attitude 
under such conditions are changed and they are highly motivated to perform better (Lawler et 
al. 1995). This is also supported by the arguments of Bowen and Ostroff (2004) who suggest 
that facilitating employee involvement induce employees’ commitment to the organizational 
decision-making activities and willingness to endeavor achieving its goals. This forms the basis 
of the following hypothesis:  
H4: Managerial involvement is positively related to municipal financial condition. 
Strategic control systems 
Strategic control systems as argued before are the combination of various management controls 
(Goold 1991; Itnner and Larcker 1997). While interactive part of SCSs facilitates strategy-
making, diagnostic part ensures implementation of chosen strategy (Simons 1991). The 
strategy selection as well as its implementation dimension of SCSs has profound influences on 
municipal financial condition, as they are necessary for achieving a balance between fiscal 
structure and fiscal environment (Hendrick 2011). Matching municipal fiscal structure, the 
outcome of the policy choices that its official makes on revenue generations and its utilization, 
with its fiscal and political environment, that is dynamic in nature, is a function of management 
strategic decisions (Hendrick 2011). Therefore, the way officials choose and implement 
strategy has severe consequences on ‘revenue-assets and spending-liabilities dimensions of 
municipal financial conditions in both short and long terms (Hendrick 2011).   
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The unstable municipal fiscal environment suggests the determinants of their financial 
conditions like sources of revenues such as property taxes, sales taxes, payroll tax and others, 
and spending needs and demands such as crime levels, miles of roads, age of infrastructure or 
any legal obligations are contingent factors that may provide strategic uncertainties as 
circumstances change (Hendrick 2011; Simons 1991). By analyzing external environment for 
opportunities and constraints and assessing internal capabilities, strategic control systems make 
available of updated information necessary to validate chosen strategy that would match 
external opportunities and constraints to internal capabilities (Andrews et al. 2006).  Such 
strategic choices have significant consequences on municipal financial conditions as they assist 
management to make decisions on appropriate levels of infrastructure development, pension 
investments, deferred capital purchase or maintenance, raising revenues or capital and others 
which would have future service demand and resources implications thus affecting municipal 
long term and service solvency dimensions (Hendrick 2011). 
Excellent strategic choices would have no impact unless the chosen strategy is implemented as 
planned (Alatonen and Ikävalko 2002; Atkinson 2006). Management control systems such as 
action plans, budgets, balanced scorecard, performance measurement systems or others are 
necessary to allocate resources for and monitor the implementation progress of actions derived 
from strategic transformation (Bedford et al. 2016; Bisbe and Otley 2004; Henri 2006; 
Langfield-Smith 1997; Simons 2000). Implementation of strategic actions influences 
municipal financial condition by affecting short term and budgetary solvencies (Hendrick 
2011) since strategies which are long term by nature are implemented annually through budgets 
(Johansson and Siverbo 2014; Merchant and Van der Stede 2007; Sivabalan et al., 2009). SCSs 
like budgets, performance measures and reward systems assist policy makers and top 
executives to monitor whether expected course of actions are implemented as planned 
(Sivabalan et al. 2009), question mangers about significant deviations, enable organizations to 
focus on keeping costs to budget (Sivabalan et al. 2009), and motivate employees to achieve 
strategic goals reflected in budgets (Goold 1991; Itnner and Larcker 1997). Therefore, by 
reducing the likelihood of overspending and achieving cost efficiency, strategic control 
systems enable municipal organizations to maintain budgetary as well as short-term solvencies 
(Hendrick 2011). Given all these considerations, it is hypothesized that: 




Indirect effects of managerial attributes on municipal financial condition 
As stated SCSs as management tools provide information on various decision-making 
problems for achieving expected outcome (Schreyögg and Steinmann 1987). As chief policy 
makers, municipal mayors have the responsibility to ‘launch or at least support longer-term 
strategic initiatives’. In performing such role, they may act either as visionary leaders that 
broaden organizational horizon by taking new strategic initiatives or as bottlenecks that 
constrain organizational growth by withholding support for strategic initiatives (Sanchez 
2004).  Moreover, being a top executive, mayors also have the responsibility to implement 
strategic plans for allocating resources in line with the purpose of their organizations and 
directing employees’ efforts towards achieving organizational goal (Boyne and Gould-
Williams 2003; Burkert and lueg 2013; Chenhall 2003; Widener 2007). Mayoral competence 
in terms of having required skills and knowledge as suggested by Bisbe and Otley (2004) is a 
pre-requisite for devising and directing SCSs to produce information that seems to be of 
strategic importance. Carmeli and Tishler (2004) also argued that developing and using 
appropriate SCSs to perform strategic responsibility is significantly related to organizational 
intangible elements like human capital measured in terms of manager’s prior work experience 
and educational level (Datta, Rajagopalan, and Zhang 2003; Zhang and Rajgopalan 2010).  
Central to strategic control systems (SCSs) is making available updated information necessary 
to validate chosen strategies (Schreyögg and Steinmann 1987) and guide organizational efforts 
towards the strategic direction (Chenhall 2003; Lueg and Radlach 2016). Therefore, besides 
providing information for undertaking day-to-day routine operations for control compliance 
(Sathe 1983), accounting department also needs to assist organizational leaders by providing 
information useful in devising strategies and disciplining organizational members (Lambert 
and Pezet 2011). This suggests the need for accountants to be strategically competent, i.e., 
acquiring knowledge of the strategy from their daily activities and conservation around 
numbers (Fauré and Rouleau 2001). The more knowledge the chief accountants who represent 
the accounting departments will acquire by appropriate education and continual learning 
process, the more capable they will be in leading their departments to operationalize SCS to 
fulfil such information needs (Howieson 2003; Sithole 2015).  
Making SCSs effective in guiding new initiatives and coordinating adaptive strategic actions 
requires managers need to have sufficient flexibility. Reliance on centrally imposed control 
systems is insufficient since strategy development has been described as a learning process 
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where autonomous actions are nurtured and promoted by managers until they eventually 
become part of or actually shape the organization’s official strategy (Anderson 2000). 
Managers’ independent actions such as, investment or other resource-committing decisions 
need to be incorporated in SCS since managers’ decisions foster organizational learning, which 
eventually leads to new initiatives and co-ordinate adaptive strategic actions (Andersen 2000, 
p.6). Higher employee autonomy creates an environment where employees are encouraged to 
use SCS since they may be aware of not only new strategic opportunities but also changing 
environment and take necessary actions to adapt with such situations (Andersen 2000).  
Contemporary strategic researches emphasize that emergent strategy and patterned actions 
derives outside of top management spheres is also necessary for successful organization in 
today’s constantly changing world (Mirabeau and Maguire 2014). This signifies the 
involvement of mid-level and even frontline managers in SCSs as they significantly influence 
strategic process and provide impetus for new initiatives (Mirabeau and Maguire 2014). 
Involvement of internal stakeholders is also necessary for successful strategic implementation 
(Elbanna et al. 2016) since managers beneath top leader are able to evaluate strategic fit with 
context (Bower 1970). Therefore, managerial involvement in effective strategy formulation is 
attributable to SCS success since mere presence of formal SCS is not sufficed for its 
implementation success (Elbanna et al. 2016). Therefore, as the arguments presented above 
indicate managerial factors are significantly related to the development and use of municipal 
SCSs, which in turn, as argued in hypothesis 5, have significant impact on municipal financial 
conditions. Following the above considerations, it is predicted that the direct effects of 
managerial factors – as postulated in hypotheses 1, 2, 3 and 4 – will significantly be mediated 
by SCSs. Thus, building on the logics previously discussed in the hypotheses developed above, 
the following additional hypotheses are proposed: 
H6: Strategic control systems mediate the influence of mayoral competence on municipal 
financial condition. 
H7: Strategic control systems mediate the influence of accountants’ competence on municipal 
financial condition. 
H8: Strategic control systems mediate the influence of managerial autonomy on municipal 
financial condition. 





Context of research site 
Municipalities, the research sites of this study, are one of two types of urban local governments 
operating in 318 urban areas except metropolitan cities in Bangladesh and are established for 
promoting urban economic development and providing services to smaller urban communities 
(LGED 2015). Like other forms of local government, municipal managerial environment in 
Bangladesh is significantly influenced by the central government and its field offices either 
through direct intervention or a plethora of rules and regulations (Sarker 2003), and such 
organizations are often seen as agents of the central government to carry out centrally designed 
policies and plans (Islam 2013). Working under such an institutional framework, municipalities 
usually suffer from various managerial problems undermining their service providing 
capacities, a phenomenon which is commonly found in local governments in many developing 
countries (Yilmaz et al. 2010).  
Unlike local governments in developed nations such as in the USA and UK, municipalities in 
Bangladesh have a unique form of a powerful mayor who along with the councillors are directly 
elected for a period of five years and are assisted by a number of recruited employees for 
carrying out municipal functions, such a form of municipal government is also found in many 
other developing countries (Avellaneda 2009). The only required criteria for a person to be 
elected as mayor are: he/she needs to be a citizen of Bangladesh, at least twenty-five years of 
age, and a voter in the respective municipality. Municipal mayors in Bangladesh perform both 
political and administrative functions and enjoy significant power since both financial and 
other decision-making authority within the municipality is vested and centralized in the hands 
of mayors (Islam 2013).   
Like other local governments in comparable developing countries (Yilmaz et al. 2010), 
municipalities in Bangladesh have not sufficient control over their human resources in terms 
of fixing pay policy, recruitment, and career management. As stated before, municipal 
functions in Bangladesh are significantly influenced by the central government policies and 
strategies. This is because although municipal managements use their own control systems to 
implement their operational activities like revenue generations as well as development 
functions such as infrastructure development, such activities for some municipalities are 
significantly influenced either by centrally promulgated rules and regulations or designed by 
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central government five-year strategic plan and financed through annual development 
programme. This paper therefore focuses on studying how various managerial attributes 
derived from this constraining managerial environment influence municipal financial condition 
with a special emphasis on examining whether their influences are mediated through strategic 
control systems.   
Method 
A quantitative approach of research method was adopted as the objectives of this study require 
testing hypotheses which necessitates the measurement of several variables related to both local 
government performance and managerial and organizational behavior (Hendrick 2011). 
Previous researches have used both subjective and objective measures of organizational 
performance for empirical purposes (Robinson and Pearce 1988). An objective measure of 
financial condition is used since its measurement process is well recognized in local 
government FCs literature (Wang et al. 2007). Keeping consistency with literature, the 
dependent variable, FC, and two explanatory variables, MC and CAC, and control variables 
were measured objectively leaving the other two independent variables, MI and MA, which 
were measured subjectively. The combination of objective and subjective measurement of the 
variables was necessary as the aim of this study is to enhance our understanding of the role of 
managerial factors influencing government performance through the mediation of SCS. This 
methodology has been adopted in line with previous research where both subjective and object 
measures are used in the same research (Chun et al. 2013). 
Sampling procedure 
The explanatory and the mediating variables were measured by conducting a survey. The 
survey instruments used in this study were adopted, to the extent possible, from past studies 
with necessary modification and deletion to fit into the scope and context of the study. The 
survey was pre-tested before distribution by experts including managers of public organizations 
and academicians. Since the measurement units of this study are municipalities, as suggested 
by Seidler (1974) only the secretaries of municipalities were selected as the respondents of the 
survey since they hold the key administrative positions and have direct access to the 
information required to respond to the questionnaires. Selection of respondents with such 
criteria assisted to minimize response bias as Seidler (1974) recommended the following 
guidelines in selecting informants to counteract bias for organizational research: (i) selecting a 
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balanced set of informants, (ii) standardizing the informants by selecting staff of the same 
position, and (iii) selecting informants having direct access to required information.  
The questionnaire was then distributed to respondents who were informed about the purpose 
of the research and the process of responding through a cover letter sent along with the 
questionnaire. After three weeks a reminder was sent followed by a second reminder after four 
weeks from the initial administration of the questionnaire. Usable responses from 93 
municipalities were received, which was 29.25% of the total population. On average, 
respondents had been working for 16 years in this position (median 14 years) and were posted 
in the current municipalities for 9 years (median 7 years). This indicates the respondents are 
aware of their organizational functions.  
Following this, the dependent variable, FC, was measured from the financial data collected 
from the archival data from municipalities in Bangladesh. With the assistance of the Ministry 
of Local Government, financial data for those 93 municipalities were collected for 2014-15 
financial year. To confirm the validity of the data, analysis of non-response bias was carried 
out. Following Oppenheim (1966), the responses of the first and the last 30% of respondents 
(considering the last 30% as a proxy measure of the non-respondents) were compared about 
the constructs used in this study and found no significant difference. Moreover, a follow up on 
a sample of 30% non-respondents was carried out and no significant variations among the 
respondents and non-respondents groups along the key study variables was found. This 
suggests non-response bias is not a major concern in the sample of the study.   
Variable measurement 
Dependent variable 
As stated before, the FC is a multidimensional concept that is best represented by a composite 
index (Wang et al. 2007). This variable was measured by developing a composite index 
following the methodology of OECD (2008). For this purpose, the concept was operationalized 
by first turning it into dimensions and then dimensions into indicators. Following previous 
research (Hendrick 2011; Wang et al. 2007) four dimensions of FC, viz., short term solvency, 
budgetary solvency, service level solvency and long-term solvency; were used and each of 








Short term solvency was measured by the following three ratios: 
· (Cash and cash equivalent + short term investment)/current liabilities; 
· (Cash and cash equivalent + short term investment + receivables)/current 
liabilities; and 
· Current liabilities/current assets.  
These ratios indicate, although in varying degrees, the availability of liquid asset. 
Therefore, the higher the values of these indicators, the better will be the local 
government in terms of short term solvency. 
Budgetary 
solvency 
Budgetary solvency was measured by the following three ratios: 
· (Total revenue – special allocation fund)/ (total expenditure – capital 
expenditure) 
· (Total revenue – special allocation fund)/employee expenditure; and  
· (Total revenue – special allocation fund)/total expenditure.  
All ratios compare local government yearly expenses with corresponding revenues; 
therefore, values over 1 indicate local government revenues are sufficient to cover up 
its expenditure and are thus solvent in terms of budget. 
Service level 
solvency 
Service level solvency was measured by the following three ratios: 
· Total taxes/population; 
· Total revenues/population; and  
· Total expenses/population.  




The following two indicators were used to measure long term solvency: 
· Long term liabilities/total assets, and  
· Long term liabilities/population.  
While the former shows whether a municipality possesses enough assets to cover up 
its long term liabilities, the latter ratio indicates per capita debt burden. As suggested 
by Wang et al. (2007), these two ratios were reversed before averaging them to measure 
this dimension so that they can be included in the determination of FC Index. 
The values of indicators were normalized by using the formula, (Actual value – Minimum 
value)/ (Maximum value – Minimum value) (OECD 2008). The normalized values of 
indicators were then aggregated using weighted average method (OECD 2008) to determine 
dimension indices, which were further aggregated to measure the final FC index (Wang et al. 
2007).   
Independent variable 
Mayoral competence (MC) 
Keeping consistency with Avellaneda (2009) mayoral competence is operationalized in terms 
of human capital characteristics: educational background and job-related experience. 
Information on both aspects of MC was collected by a questionnaire survey. The respondents 
were asked to write the maximum educational qualifications and years of experience as mayor 
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of their respective municipalities. Mayor’s educational background was divided into four 
categories: up to secondary school certificate - coded as ‘1’, up to higher secondary school 
certificate - coded as ‘2’, up to graduation – coded as ‘3’ and above graduation (including 
master’s degree, or other professional degrees like law, engineers and others) – coded as ‘4’. 
Mayor’s previous job-experience as a mayor was considered for the measurement of mayor’s 
job-related experience. This dimension of MC was categorized as: for one term – coded as ‘1’, 
for two terms – coded as ‘2’, for three terms – coded as ‘3’, for four terms – coded as ‘4’ and 
five and more terms – coded as ‘5’.   
Chief accountant’s competence (CAC) 
CAC was also measured by collecting data on chief accountant’s educational background and 
job-related experience by a questionnaire survey. The respondents were asked to write the 
maximum educational qualifications and years of experience as accountant of the chief 
accountant of their respective municipalities. Chief accountants’ educational background was 
grouped into three categories: graduation with non-accounting major – coded as “1”, 
graduation with accounting major – coded as ‘2’, graduation with accounting major from 
university, – coded as ‘3’, and master’s degree in accounting or other professional competence 
in accounting – coded as ‘3’. Only previous accounting related job experience in municipal 
setting was considered for the measurement of accountant’s job-related experience. This 
dimension of CAC was categorized as: 1 to 5 years of experience –coded as ‘1’, 1 to 10 years 
– coded as ‘2’, 1 to 15 years – coded as ‘3’, 1 to 20 years –coded as ‘4’ and 25 years and above 
–coded as ‘5’.  
Managerial involvement (MI) 
As stated, MI in extant literature is viewed as the ability of organizational staff having their say 
or voice in organizational operating as well as strategic decision-making processes (Knudsen 
and Mortensen 2011). Therefore, keeping consistency with literature and the objective of this 
study, the concept was operationalized by combining instruments developed by Scott et al. 
(2003) and Elbanna et al. (2016). Some of the items were deleted and modified to fit them to 
the scope and context of the study; and asked respondents to what extent they agree or disagree 
about their managerial involvement in five activities. The activities, their corresponding factor 




Managerial autonomy (MA) 
Autonomy was operationalized within the context of this research by adopting Andersen (2000) 
who viewed how managers are authorized to make decisions that have performance 
implication. The instrument developed by Dewar, David, and Boje (1980) was used with slight 
modification to fit with municipal context to measure this variable. Accordingly, respondents 
were asked to what extent they agree or disagree with five statements about MA. The 
statements, their corresponding factor loadings, and data on construct validity and reliability 
are shown in Table 4-7 in Appendix-4.1.  
Mediating variable 
Strategic control system (SCS) 
SCS in this study is conceptualized by the extent to which municipalities follow a rational 
process of conventional strategic management paradigm. The construct was operationalized 
adopting the instrument developed by Ittner and Larcker (1997) with necessary modification 
of items to fit the instrument to the scope and context of this study, and was measured by item 
scales indicating the municipalities’ emphasis on mission statement, long-term goals, strategic 
action plans, and on-going control (Andersen 2000). The respondents were asked to what extent 
they agree or disagree with the eight statements about municipal SCS. The statements, their 
corresponding factor loadings, and data on construct validity and reliability are shown in Table 
4-7 in Appendix-4.1.  
Control variable 
Following Hendrick (2002) revenue diversification was measured using Hirschman-Herfindahl 
Index (HHI). In this approach the value of HHI varies from 0 to 1 based on how evenly revenue 
is balanced among its selected sources. In municipalities there are three major sources of 
revenue, viz., tax revenue, non-tax revenue and fiscal transfer (Morrel and Kopanyi 2014). 







where, Ri is the fraction of revenue generated by each of the three revenue sources. This 
measure implies higher values of RD with greater levels of diversification (Hendrick 2002). 
The total and the three sources of revenue were measured from financial data collected for 
measuring financial conditions. Moreover, using the data from LGED (2015) municipal size 
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was measured by the number of full time employees of the sampled municipalities under the 
study.  
Statistical analysis 
Partial Least Squares (PLS) was applied (Zhao, Lynch, and Chen 2010; Nitzl, Roldan, and 
Cepeda 2016) for testing the mediation effect hypothesized in the conceptual model (Figure 
4-2). PLS was used because of its effectiveness as a powerful non-parametric approach for 
analysing non-normal data collected from relatively smaller sample (Hair et al. 2012). 
According to the methodology suggested by Zhao et al. (2010), mediation effect of a variable 
can be tested in two steps: first, it is necessary to determine the level of significance of the 
indirect effect, which is measured by the product of coefficients of two paths (1) from the 
explanatory to the mediator variable and (2) from the mediator to dependent variable. As shown 
in Figure 4-2, in our study, there are four indirect effects such as a1b, a2b, a3b and a4b.  Once 
the level of significance of the indirect effect is identified, it is required to determine the type 
of effect and/or mediation. This is done in step two, where the significance of direct effect is 
assessed first. This is measured by the regression coefficient between explanatory and 
dependent variables when mediating variable is included in the regression analysis. As shown 
in the conceptual model of this study, there are four direct effects which are measured by the 
regression coefficients of c1, c2, c3 and c4 (Figure 4-2). Significant indirect effect found in step 
one indicates there is mediation effect which is perfect when the consequent direct effect in 
step two is found to be insignificant otherwise the mediation is partial (Zhao et al. 2010). The 
partial mediation is either complementary when the product of indirect and direct effects is 
positive or competitive when it is negative (Nitzl et al. 2016). The required regression 
coefficients of the above discussed relationships are measured with structural equation 
modeling (SEM) program using SmartPLS. The level of significance of the total, direct and 
indirect effect is measured by applying bootstrapping routines (Nitzl et al. 2016). 
Empirical Results 
Descriptive Statistics 
The means, standard deviations, correlations and variance inflation factors among the variables 
examined are reported in Table 4-2. The Pearson pair wise correlations among the variables of 
interest suggest multi-collinearity is not an issue for carrying out the regression analyses as 
contemplated in the study. This is also supported by the variance inflation factors (VIF) as none 
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of these VIF values, as reported in Table 4-2, exceeded the threshold values of 10 (Craney and 
Surles 2002).  
Table 4-2: Descriptive statistics 
 Mean S.D. 1 2 3 4 5 6 7 8 VIF 
1. MC 2.13 0.64         2.511 
2. CAC 2.19 0.66 0.443        2.511 
3. MI 2.67 0.63 0.555 0.542       2.696 
4. MA 2.57 0.75 0.464 0.761 0.559      2.562 
5. Size 26.96 18.07 0.148 0.026 0.030 0.029     2.695 
6. RD 1.28 0.13 -0.152 -0.019 -0.170 0.061 -0.007    1.086 
7. SCS 2.70 0.84 0.204 0.165 0.249 0.171 -0.101 -0.033   1.590 
8. FC 0.25 0.09 0.530 0.768 0.651 0.812 0.053 0.060 0.216   
Note: Bold figures indicate significance level at <0.01; underlined figures indicate significance level at <0.05 
In consistence with our theoretical expectation, it is found that financial conditions (FC) is 
positively and significantly correlated with mayoral competence (MC), chief accountant’s 
competence (CAC), managerial involvement (MI) and managerial autonomy (MA). About the 
mediating variable, although all four explanatory variables are positively correlated, none of 
them except MI is found to be significant (p<0.05). Finally, the mediating and dependent 
variables are found to be positively but insignificantly correlated.  Therefore, it appears from 
the overall correlation pattern that the probability of strategic control systems (SCS) as a 
possible mediator between MC, CAC, MI, MA and FC are remote; however,  the mediating 
relationship between the explanatory and dependent variables is further investigated by 
undertaking the necessary analyses as stated in statistical analysis section. 
Test of hypotheses  
Effects of managerial factors  
In commensuration with the theoretical expectations, the relationships between each of the four 
explanatory variables – MC, CAC, MI and MA – and dependent variable, FC, was examined. 
As stated, the required path coefficients, types of effect and level of significance were measured 
by using SEM and the corresponding values were presented in Table 4-3. As can be seen from 
Table 4-3, the standardized path coefficients between the explanatory variables - MC, CAC, 
MI and MA - and dependent variable, FC are 0.092, 0.290, 0.212 and 0.422, respectively are 
significant except for MC. These provide support for hypotheses 2, 3, and 4, postulating CAC, 
MI and MA are positively related to FC, respectively but not for hypothesis 1, predicting the 
positive relationship of MC with FC. As stated in the conceptual model, it is also predicted by 
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hypothesis 5 that SCS would have significant and positive impact on municipal FC, however, 
the path coefficient between these two variables (β = 0.025) is positive but insignificant. 
Therefore, hypothesis 5 is rejected suggesting SCS has no effect on FC. 
Table 4-3: Estimated standardized coefficients for the hypothesized model 
β = Coefficients, ** p<0.01; * p<0.05. 
Mediating Effects of strategic control system 
Our theoretical model also suggested that SCS could be a mediator between MC, CAC, MI and 
MA, and FC as predicted in hypotheses 6, 7, 8 and 9, respectively. Therefore, it was examined 
whether SCS exerted such influences by following the procedure as stated. In the following 
sections the mediating effects of SCS between municipal FC and the four explanatory variables 
studied in this research is examined.  
As can be seen from Table 4-4, the indirect effect of MC on FC (0.003), measured by 
multiplying the coefficients of paths from MC to SCS (0.092) and SCS to FC (0.025) in 
MCSCSFC, was found to be insignificant as the lower and upper bounds of its 95 % bias 
corrected confidence interval contain zero. This empirical evidence provides no support for 
hypothesis 6 suggesting that the effect of MC on FC is not mediated by SCS (Nitzl et al. 2016).  
In keeping with hypothesis 7 whereby it was predicted that SCS would be a mediator of the 
relationship between CAC and FC, the indirect effect of CAC on FC (0.001) was measured by 
multiplying the path estimates between CAC and SCS (0.030) and SCS and FC (0.025) in the 
path of ACSCSFC and found as insignificant (CI contains 0, lower CI = - 0.012 and upper 
CI=0.034). This rejects hypothesis 7 indicating there is no mediating effect of SCS between 
AC and FC (Nitzl et al. 2016). 








β t-statistic Β t-statistic 
Mayoral competence 0.125 0.895 0.092 1.529 
Chief accountant’s competence 0.030 0.217 0.290** 3.144 
Managerial  involvement 0.178 1.239 0.212** 3.172 
Managerial autonomy 0.014 0.075 0.422** 4.183 
Municipal size -0.129 1.534 0.012 0.255 
Revenue diversification 0.020 0.167 0.086 1.347 
Strategic control systems   0.025 0.400 
R2 0.096  0.768  
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Table 4-4: Structural model results  
CR = critical ratio; BC = bias corrected; CI = confidence interval. 
Furthermore, it is also predicted in hypothesis 8 that SCS would mediate the influence of MI 
on FC. Consistent with this theoretical expectation, the indirect effect of MI on FC (0.005) was 
measured by multiplying the path estimates between MI and SCS (0.178) and SCS and FC 
(0.025) in the path of MISCSFC, and found to be insignificant (BC 95% CI contains 0, 
lower CI = -0.015 and upper CI=0.049) indicating there is no mediation role of SCS (Nitzl, et 
al. 2016). 
Concerning with managerial autonomy, it was further proposed in hypothesis 9 that MA would 
influence FC through the mediation of SCS. As shown in Table 4-4, the indirect effect of MA 
on FC (0.001), obtained by multiplying the path estimates between MA and SCS (0.014) and 
SCS and FC (0.025) in the path of MASCSFC, was found to be insignificant (BC 95% CI 
contains, lower CI = -0.018 and upper CI=0.033). This result suggests no mediating role of 
SCS between MA and FC (Nitzl et al. 2016).  
Robustness check and alternative model  
The sample size in this study exceeds the threshold for the robust PLS path modelling 
estimations. The number of observation for the highest number of structural paths to individual 
construct in the inner model of this study is equal to 18 (Henseler, Ringle, and Sinkovics 2009). 
However, the relatively smaller sample size may not have sufficient level of statistical power 
as the limited number of observations could fail to detect the significant effects of smaller size 
(Henseler et al. 2009; Verbeeten and Speklé 2015). To overcome this, the data was analysed 
Paths 
Type of effect  
Bootstrapping 
BC 95% CI 
Indirect Direct Total  Lower level Upper level 
 0.003    -0.011 0.040 
MCSCSFC  0.092   -0.022 0.205 
   0.095  -0.018 0.204 
 0.001    -0.012 0.034 
CACSCSFC  0.290   0.112 0.457 
   0.291  0.112 0.464 
 0.005    -0.015 0.049 
MISCSFC  0.212   0.091 0.349 
   0.217  0.107 0.349 
 0.001    -0.018 0.033 
MASCSFC  0.422   0.222 0.601 
   0.423  0.217 0.600 
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using an alternative model that had been selected by excluding the insignificant paths from the 
explanatory to the dependent variable of this study. In our original model, only the structural 
path from the mayoral qualification (MC) to municipal financial condition is insignificant. 
After excluding that path, the highest structural paths directed at a construct is reduced from 5 
to 4 in the alternative inner model. Therefore, the ratio of observation to this highest number 
rises to 23 compared to 18 of the original model. The results of the alternative model (reported 
in Table 4-5) are substantially like those of the original model. Additionally, the alternative 
model was also run controlling for revenue diversification and municipal size. The 
(untabulated) results of this less elaborate model also support the results found in the original 
model. 
Table 4-5: Structural model results of alternative model 
** p<0.01; * p<0.05; SRMR = 0.066; NFI = 0.820; CR = critical ratio; BC = bias 









Type of effect  BC 95% CI 
Indirect Direct Total  Lower Upper 
Direct relationship  
CAC FC 0.298 (3.521**) 
0.763 
      
MI  FC 0.246 (3.815**)       
MA  FC 0.439(4.643**)       
RD FC 0.077 (1.123)       
Size FC 0.025 (0.515)       
CAC SCS 0.040 (0.278) 
0.087 
      
MI SCS 0.226 (1.519)       
MA  SCS 0.039 (0.195)       
RD SCS 0.008 (0.070)       
Size  SCS -0.114 (1.323)       
SCS  FC 0.032 (0.522)       
Mediating relationship  
CACSCSFC 
  0.001    -0.013 0.025 
   0.298   0.123 0.449 
    0.299  0.125 0.452 
MISCSFC 
  0.007    -0.013 0.068 
   0.246   0.106 0.365 
    0.253  0.134 0.377 
MASCSFC 
  0.001    -0.018 0.039 
   0.439   0.268 0.622 
    0.440  0.267 0.623 
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Explanation of Conflicting Results  
In this paper, the influence of managerial factors on municipal financial conditions was 
analyzed; specifically, this examined whether strategic control systems (SCS) mediated the 
influences of MC, CAC, MI and MA on municipal FC. This area of study is surprisingly 
unexplored in the existing literature (Hendrick 2011). By shedding light on these hypothesized 
relationships, this study provides insights of managerial financial structure decisions on 
organizational performance; whereby, it intends to fill this gap in the extant literature. As stated 
in Table 4-6, the results of the study provide support for all the causal direct relationships 
except for MC and those related to mediation effects as hypothesized in the conceptual model.  
Table 4-6 : Results of hypotheses tested 
Relationships Hypotheses Results of hypotheses test 
Direct 
Mayoral competence H1 Not supported 
Chief accountant competence H2 Supported 
Managerial involvement H3 Supported 
Managerial autonomy  H4 Supported 
Strategic control system H5  
Indirect 
Mayoral competence H6 Not supported 
Chief accountant competence H7 Not supported 
Managerial involvement H8 Not supported 
Managerial autonomy  H9 Not supported 
The empirical support for positive relationship between CAC and municipal FC validates our 
theoretical expectation. Although, no previous study directly investigated this relationship, the 
empirical evidences of other relevant studies conducted in the context of public and private 
organizations justify this result. Accountants experience in terms of revenue generation and 
cost reductions contribute organizational performance and survival as Barbera and Hasso 
(2013) found a positive relationship between using the service of external accountant and 
survival of small firms as they argued accountants’ advice help to increase revenue and reduce 
cost.  
There is a positive association between MI and municipal FC. The findings of relevant studies 
examining the relationship between MI and performance measured in dimensions other than 
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FC are found to be consistent with this result. In a study on examining the relation between 
human resources practices and organizational performance, Huselid (1995) reported a positive 
relationship between MI and organizational financial productivity (Riordan et al. 2005). 
Similarly, Macey et al. (2009) found positive relationships between employee engagement and 
business-unit level performance, and higher returns and profitability. The significant positive 
relationship between MA and municipal FC found in this study is also in commensuration with 
the findings of other relevant studies. Although these studies did not test exactly the variables 
theorized in the present study, the logic supporting their findings is also applicable to explain 
the finding of this study. Hackman and Oldham (1976) found MA accompanied by task 
significance and feedback is linked to positive motivation, employee performance, satisfaction, 
absenteeism, and turn over outcomes which in turn promote organizational performance. 
The insignificant relationship between MC and municipal FC found in this study is 
contradictory to our theoretical expectation as there is clear indication of positive significant 
relation between them in the literature (Avellaneda, 2008, 2012; Petrovsky and Avellaneda 
2014; Poister and Streib 1999). This surprising result can be attributable to the context of the 
research site where many municipalities are dependent on fiscal transfer for their survival and 
mayoral political affiliation along with their persuading capability instead of their knowledge 
and skills are more valuable in running their organizations (Fox and Menon, 2008; Sarker, 
2008). This is also consistent with the argument of Landry, Lü and Duan (2017) who suggest 
that appointing “sycophants and loyalists increases the likelihood that the appointees lack the 
skills and competence to effectively implement crucial policies”.  
The mediating variable, strategic control systems (SCS), and dependent variable, FC, found in 
this study is quite contrary to our theoretical expectation and surprising; since, there is a clear 
indication in the extant literature that SCS when developed and implemented properly leads to 
better organizational outcomes (Poister et al. 2010). The insignificant relationship found in this 
study can particularly be attributable to the contextual environment within which municipalities 
in Bangladesh operate. Municipal operating environment in Bangladesh is characterized by 
limited financial power and enjoy limited fiscal autonomy (Fox and Menon 2008), higher 
dependency on intergovernmental transfers (Fox and Menon 2008) rather than on their own 
source revenues to finance their operation (Fox and Menon 2008), and lower administrative 
capacity over managing their human resources (Islam 2013). Although, municipalities in 
Bangladesh are established for promoting urban economic development and providing services 
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to urban communities (Islam 2013), they are often seen as agents of the central government to 
carry out centrally designed policies and plans (Islam 2013). Organizations operating in such 
a contextual environment where they are subject to various institutional pressure adopt 
management processes symbolically mainly for external bargaining and legitimacy rather than 
using them for organizational day-to-day management activities (Carruthers 1995; Hoque and 
Hopper 1997).  
Municipalities in Bangladesh adopt centrally devised strategy and prepare development plans 
to satisfy the requirement of central government and other development partners who provide 
resources for performing their functions (Fox and Mennon 2008; Islam 2013). Unfortunately, 
such management tools have not been institutionalized in municipal organizations in 
Bangladesh (Bhattacharya, Monem and Rezbana 2013). Moreover, municipal mayors who 
possess excessive discretionary authority as vested upon them by the laws, advanced social and 
economic status and well political connection dominate municipal decision-making process for 
achieving their personal gains and extending favors to their allies (Bhattacharya et al. 2013). 
Therefore, the SCSs in municipalities of Bangladesh like in other government organizations 
are ineffective and symbolic which bear no correspondences with managerial decision making 
(Hoque and Hopper 1997), which explains the insignificant influence of SCS on their FCs 
found in this study. 
The effectiveness of SCS in municipalities in Bangladeshis is found to be inadequate due to 
the reasons mentioned above which also explains why the managerial variables studied under 
this research failed to influence this management tool. Such insignificant relations between 
managerial factors and SCS found in this study are in contradiction to the evidence found in 
extant literature, for example, Suklev and Debarliev (2012) found a positive relation between 
management participation and management perception of strategic planning process, similarly 
Wisner et al. (2006) also reported a significant positive relationship between management 
commitment toward organizational issues like environmental management and inclusion of 
such issues in strategic planning process. Andersen (2000) showed managerial autonomous 
actions facilitate organizational responsiveness to changing conditions and foster learning new 
experience, which in turn enhance organizational performance. The reasons for such relations 
found in literature are that managerial factors improve organizational capability to identify 
strengths, weakness, external opportunities and threats, translate strategy to detail plans, and 
implement them, which are essential for effective SCS (Ugboro, Obeng and Spann 2011). In 
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the absence of effective management tools like SCS, managerial decisions regarding predicting 
future revenue and expenditure trends, improving short-term and long-term performances, 
evaluating alternatives based on more relevant information, avoiding problem areas, and 
enhancing management development are taken on trial and error basis. Such an idiosyncratic 
management approach may not bring the same outcomes as it would have been if 
organizational activities were guided by effective SCS (Berry and Wechsler 1995) but would 
have some consequence on organizational FC. This is reflected in the positive and significant 
relationship between the explanatory managerial factors and municipal FC as found in this 
study. 
Contribution and Future Research 
Many theoretical and practical contributions can be derived from this study. Theoretically, this 
study employs some managerial factors which were not considered before thus contributing to 
develop a comprehensive picture of the impacts of managerial variables in the theory of public 
financial management and governance at sub-national level. The inclusion of such factors helps 
us to have deeper understanding on how local government strategic decisions regarding 
managing financial resources are influenced; a clear understanding of which is necessary as it 
is one of the significant sources of government financial crises or distress (Hendrick 2011). 
Inclusion of the variable, SCS, contributes to management accounting literature as it extends 
our understanding on how managerial factors are related to SCS. This is necessary to have a 
broader understanding since SCS is inextricably related to both strategy formulation and 
implementation which have profound impact on the FCs of sub-national governments 
(Hendrick 2011). Empirically, this research is also unique as it quantitatively tested the model 
developed in the study; thus, it enriches the extant literature by providing empirical evidences 
on the direct relationship between managerial factors and FCs as well the indirect relationship 
through the mediation of SCS. 
The study has certain implications for public organization managers and policy makers. First, 
being the chief decision maker, mayors of municipalities should develop their cognitive 
capability by education and experience as there is a strong theoretical connection of MC to 
municipal FC although for reasons stated the empirical finding on this linkage in this study is 
not significant. Secondly, municipalities should emphasize the competence of chief accountant 
and consider facilitating MI and MA, as these are found to be the significant antecedents of 
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municipal FC. Finally, although managerial factors and municipal FC are found to be 
significant; this is however does not necessarily indicate that the outcome is the desired one 
since these factors are found to be insignificantly related to SCS. This is what constitutes the 
main take away point of this research as central government policy makers should take lesson 
that coercing local government originations to adopt SCS is not sufficient to bring desired 
results unless such management tool is institutionalized through developing proper managerial 
factors and ensuring accountability and transparency in local government functions. 
As with other empirical studies, this research is not free from limitations which need to be 
taken into consideration for interpreting its theoretical and empirical implications. First, the 
study was limited to investigate a subset of explanatory and mediating variables and therefore 
does not provide the whole picture in this regard. Empirically, the study uses survey data for 
the measurement of some of the variables studied which may be subjected to bias due to 
common response. Inclusion of other management control systems and the concomitant 
explanatory variables will further expand the scope of this study. Future studies can build on 
this reach and progress in many ways. There is a possibility of including different types of local 
government organizations and extending the database to comprise organizational factors over 
many years; such a study will help to see a trend in local government FCs along with its 
contributing factors. Moreover, future studies can look at similar issues with a sample of similar 
local governments from other developing countries; such a comparative study will help 
generalize the findings for local organizations in comparable developing countries. 
Nevertheless, this study makes a significant contribution by highlighting the managerial factors 
on FCs of local governments within their fiscal space and relating these to organizational 
processes.  
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Appendix-4.1   
Table 4-7: Questionnaire items, indicator loading and results of measurement analysis  
 
Construct Loadings Loadings2 
Mayoral competence   
Academic qualification 0.891 0.794 
Work experience 0.891 0.794 
Cronbach’s Alpha                         







Chief accountants’ qualification   
Academic qualification 0.907 0.823 
Work experience 0.863 0.745 
Cronbach’s Alpha                         







Managerial involvement   
Statements*   
Deciding on how they perform their daily operating activities 0.765 0.585 
Identifying problems and proposing objectives 0.863 0.745 
Developing details about options 0.861 0.741 
Evaluating options 0.805 0.648 
Taking necessary actions to put changes into place 0.762 0.581 
Cronbach’s Alpha 







Managerial autonomy    
Statements*   




Staff’s spontaneous decision making is not encouraged** 0.841 0.707 












Cronbach’s Alpha                         










Strategic control system   
Statements*   
Our organizational activities are linked with strategies to 




We use environmental scanning and conduct detailed SWOT 
analysis at regular interval to update our strategic goals, 
priorities and action plans 
0.882 
0.778 
We follow highly detailed and comprehensive actions plans in 
pursuing municipal strategic objectives  
0.888 
0.789 
Our budgets included the actions of the action plans to achieve 




We use achievement of budgeted targets as the basis for 
rewarding our managerial and non-managerial staff  
0.890 
0.792 




Our municipal council regularly review the report on target 
achievement compared to prior achievement 
0.859 
0.738 
We use competence performance as an assessment criteria for 











*Seven-point Likert-scale ranging from (1) ‘Strongly disagree’ to (7) ‘Strongly agree’ were 
used to measure the values of statements 
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Local Governance capacity, enabling budgetary control system and 
organizational financial conditions: An empirical study4 
Abstract 
This study investigates the influence of local governance capacity (LGC) on municipal 
financial conditions; more importantly, it examines whether such an influence is mediated 
through an enabling budgetary control systems (EBCS). Drawing on the   notions of 
autonomous decision-making, enabling control systems and organizational performance, a 
theoretical model was developed and hypothesized relationships were tested using financial 
data collected from archival documents and primary data collected via a survey instrument. 
The findings suggest that the LGC factors investigated under this research such as stakeholder 
engagement (SE), development oriented culture (DOC), municipal organizational autonomy 
(MOA) and use of quality information (UQI) have direct influences on organisational financial 
conditions except for UQI; however, the indirect effects of all the explanatory variables through 
the mediation of EBCS is found to be significant (insignificant) in situations where 
organisations have higher revenue diversification (lower revenue diversification) and are larger 
in size (smaller in size).  
Keywords: Local governance capacity, enabling budgetary control system, organizational 
autonomy, stakeholder engagement, development-oriented culture, municipal organizations. 
Introduction 
In recent decades the financial condition of local government organisations has received 
significant attention as a part of the public-sector reform process which swept initially through 
the developed countries then cascaded to developing countries (Hendrick, 2011; Krueathep, 
2014; Rivenbark, Roenigk and Allison, 2010; Zafra-Gomez, Lopez-Harnandez and Harnandez-
Bastida, 2009a, 2009b). Maintaining a healthy financial condition is seen indispensable for 
providing quality public services by municipal organisations (Hendrick, 2011; Zafra-Gomez et 
al., 2009a, 2009b). Significant attempts have been made by researchers to understand the 
underlying factors affecting municipal financial conditions (Zafra-Gomez et al., 2009a, 2009b) 
and to develop methodologies (Wang, Dennis and Tu, 2007) for predicting financial distress 
(Wang and Liou, 2009; Zafra-Gomez et al., 2009a). Although, researchers have considered a 
range of factors including socio-economic, intergovernmental, managerial and political 
variables (Krueathep, 2014; Wang et al., 2007), organizational factors related to governance 
capacity have received insignificant attention.  Maintenance of a healthy financial condition 
depends on whether local governments are able to manage their own affairs independent of 
their controlling higher-level governments (Yilmaz, Serrano and Berthet, 2010). This is 
referred to as local governance (Bovaird and Loeffler, 2007) which is specifically relevant in 
                                                          
4 This paper is submitted to Accounting and Finance journal and is currently under review 
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many developing countries where local governments lack capacity to govern their 
organizational affairs due to fragmented or partial decentralization. Lack of local governance 
capacity is commonly seen as the main reason for the poor performances in many developing 
countries (Yilmaz et al., 2010). Unfortunately, past researches have paid little attention on 
theoretically explaining and empirically measuring the linkage between governance capacity 
and financial conditions of local governments (Hendrick, 2011).    
Factors enhancing governance like stakeholder engagement, development oriented culture, 
organizational autonomy and the use of quality information are claimed to have significant 
impact on organizational performances (Kawai and Strange, 2014; Nielsen, 2013; Verbeeten 
and Speklé, 2015). Past studies in this area have focused on examining the effect of a single 
factor on performance rather than undertaking multiple factors particularly related to 
governance capacity for measuring performance such as ‘financial condition’ as the dependent 
variable (Vrbeeten and Speklé, 2015; Wynen, Verhoest and Rübecksen, 2014; Zheng, Yang 
and Mclean, 2010). The link between governance capacity related factors and financial 
condition is also related to management control systems (MCSs) because of their significant 
influence on managerial adoption of various creative and innovative management techniques 
(see for examples, Cools, Stouthuysen and Van den Abbeele, 2017; Ford and Gioia, 2000; Free, 
2007; Frow, Marginson and Ogden, 2005; Vrbeeten and Speklé, 2015). Budgets being the most 
extensively used MCSs have received significant attention in management accounting 
literature (Abernethy and Brownell, 1997; Johansson and Siverbo, 2014; Luft and Shields, 
2006; Frow et al., 2010; Van der Stede, 2000, 2001). Most of these studies have examined a 
variety of issues on budgetary control systems (Cools et al., 2017; Hansen and Van der Stede, 
2004; Hansen, Otley, and Van der Stede, 2003; Johansson and Siverbo, 2014; Kren, 1992; 
Merchant, 1981). These studies  demonstrated that when developed and used as enabling 
control, budgetary control systems foster organizational learning (Ahrens and Chapman, 2004) 
and assist better understanding of the interrelations between organizational processes (Henttu-
Aho, 2016). Such an enabling budgetary control system (EBCS) develops new competences 
for improving organizational performance (Ahrens and Chapman, 2004; Berland and Boyns, 
2002; Bruns and Waterhouse, 1975). 
Drawing on the enabling framework of Adler and Borys (1996), management accounting 
researchers have investigated the implications of management control systems in achieving 
efficiency and flexibility specifically in supply-chain accounting practices (Aherns and 
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Chapman, 2004; Free, 2007), budgetary practices (Henttu-Aho, 2016), and performance 
measurement systems (Englund and Gerdin, 2015; Wouters and Wilderom, 2008; Jordan and 
Messner, 2012). Despite management accountants’ growing interests in enabling control 
systems (Berland and Boyns, 2002; Chong and Mahama, 2014; Henttu-Aho, 2016), there have 
been few attempts to link LGC factors to enabling budgetary control systems (EBCS). 
Moreover, researches on this area predominantly focussed on private sector organization 
(Chenhall, 2003). Therefore, there is a paucity of theoretical and empirical analysis on LGC 
enhancing factors and performance through the mediation of EBCS in public sector 
organizations (Abernethy and Brownell, 1997; Hendrick, 2011). Considering this gap, this 
study aims to explore the link between LGC related factors and organizational performances, 
how LGC factors contribute to the design of budget as enabling control system, and whether 
the relations of LGC factors with organizational performances are mediated thorough EBCS.  
 This study contributes to the limited empirical research in public sector management 
accounting literature by investigating the relatively unexplored link between LGC enhancing 
factors and local government financial conditions. More precisely, the theoretical and empirical 
insights of this study provide the following unique contributions to management accounting 
literature. First, while elucidating the causal mechanisms on how LGC related variables 
contribute to organizational performance this study argues that the past studies have failed to 
provide a comprehensive understanding on how these factors produce better performance. 
While previous studies have mostly focused on a single independent variable and used a narrow 
measure of organizational performance as dependent variable, this study in commensuration 
with Gerdin (2005) simultaneously investigates the influences of multiple variables on 
organizational performance through the use of enabling budgetary control system. However, 
studies on autonomous policymaking (Davis and Meyer, 2004; Walters, Aydelotte and Miller, 
2000), management innovations (Zafra-Gόmez et al., 2013), cost efficiency (Chen, Chen and 
Wei, 2009) and better access to finance (Cheng, Ioannou and Serafeim, 2014) have provided 
some specific aspects of this relationship which have further been augmented under this study. 
Second, our exploration of an indirect relationship between LGC factors and organizational 
performance enriches the management accounting literature specifically by explaining how 
these explanatory factors contribute to the development of an EBCS (Cools et al., 2017; Frow 
et al., 2010; Jordan and Messner, 2012; Wouters and Wilderom, 2008). Further to the 
arguments made by Henttu-Aho (2016) and Wouters and Wilderom (2008), this study shows 
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how LGC factors such as municipal development oriented culture develops employees’ 
appreciation about the intelligibility of budget’s long-term effects and how their works 
contribute towards organisational performance. Thus, in complementing Adler and Borys 
(1996) it is established how these LGC factors contribute to design budget as EBCS. Third, in 
analysing the theoretical linkage between EBCS and organizational financial conditions, it is 
found that budgets when incorporate Adler and Borys’ (1995) four characteristics, viz., repair, 
internal transparency, global transparency, and flexibility encourages managerial judicious 
utilizations of resources which is necessary for maintaining a better organizational financial 
condition (Hendrick, 2011). This is consistent with Ahern and Chapman (2004) and Englund 
and Gerdin (2015) who illustrate that by incorporating Adler and Borys’ four characteristics in 
control systems assists local managers achieve flexibility and efficiency. Last but not the least, 
this study provides empirical evidences on the hypothesized relationships among the variables 
derived from the theoretical model. 
The paper is organized as follows. In the next section, a conceptual framework leading to the 
development of theoretical model along with research hypotheses is discussed. Following this, 
institutional setting, methodology and data collection process are presented in section three. 
The results of the study are outlined and analysed in section four. The empirical findings are 
discussed in section five which also incorporates research conclusion outlining the research’s 
practical implications and future direction. 
Literature Review, Conceptual model and hypothesis development 
Literature review  
Local governance capacity 
Local governance is conceptualized as the process where local stakeholders interact with each 
other to maximize policy outcomes of local government organisations (Bovaird and Loeffler, 
2007). Such interactions among stakeholders take place within the structures, processes and 
other mechanisms which may either constrain or enable their actions (Kooiman, 2008). Local 
governance system will have more capacity if the frameworks that govern the stakeholders’ 
actions facilitate internal cooperation (Rauws, 2016). Therefore, being parts of the governance 
frameworks, stakeholder engagement, development oriented culture, organizational autonomy 
and use of quality information are selected to examine their influence on local government 
performance. These factors constitute governance structure and have significant influences on 
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the interactions of local actors (Bovaird and Loeffler, 2007; Sørensen and Triantafillou, 2013).   
Stakeholder engagement  
Stakeholder engagement helps organizations during planning and execution of municipal 
activities to achieve better performance (Accountability, 2011). In this study, relevant 
stakeholders were defined as individuals, groups or organizations that have a stake in municipal 
organizations, and engagement, in this case refers to assembling stakeholders to contribute in 
various aspects during planning and execution of organisational activities (Nabatchi and 
Amsler, 2014). There exists both external and internal stakeholders; while the former group 
includes citizens, who pay tax and consume services, local business, service providers and 
others, the latter includes public leaders, managers and employees (Boyne and Walker, 2010; 
Blair, 2000). Stakeholder engagement is an effective way of enhancing local governance 
performance since it promotes equity, learning, trust and respect among stakeholders (Luyet et 
al., 2012). Following Greenwood (2007), stakeholder engagement in this study is defined as 
the process that municipalities undertake to involve relevant stakeholders in a positive manner 
in municipal activities.  
Development oriented culture 
Organizational culture is defined as “the pattern of shared values and beliefs that help 
individuals understand organizational functioning and thus provide them with norms for 
behaviour in organization” (Deshpande and Webster, 1989, p. 3). Culture constitutes a 
significant part of governance frameworks (Kooiman, 2008) and promotes “a set of unifying 
and homogeneous values replace a different set of previously held organisation-wide values” 
(Parker and Bradly, 2000). Development oriented culture refers to an organizational 
environment in which the values and beliefs held by their members emphasize flexibility 
(Prajogo and McDermott, 2005). This cultural orientation provides members with the cognitive 
premises necessary to focus their organizational activities towards growth, creativity 
stimulation, resource acquisition, innovation and continual adaptation to the external 
environment (Parker and Bradly, 2000; Prajogo and McDermott, 2005).  
Municipal organizational autonomy 
The concept of autonomy involves devolution of authority from central to lower level 
governments (Wraith, 1984). Sub-national autonomy is a situation when “each government 
enjoys a separate existence and independence from the control of the other governments” 
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(Nwabueze, 1983). Such a meaningful existence is only possible in a situation, where each 
level of government is not bound by constitution or other laws to accept dictation or direction 
from another (Nwabueze, 1983). From this perspective as viewed by Adeyemo (2005) mere 
existence of legal or physical government-like apparatus such as legislative assembly, 
governor, court, is not enough. Organisations need to develop their self-regulatory capacities 
so that they can exercise their own will in the conduct of their affairs. Following the definition 
of Verhoest, et al. (2004), municipal organizational autonomy was defined as the legal structure 
which facilitates municipal self-regulatory capacities so that they can decide, independently of 
its political and administrative principles, on the choice and use of resources.  
Use of quality information 
Traditionally, information quality has often been seen from accuracy and timeliness 
perspectives; present researchers and practitioners, however, adopt a wider view, which 
incorporates other dimensions (Huang, Lee and Wang, 1999). There is a consensus in the 
literature “information that is fit for use by information consumers” is quality information 
(Huang et al., 1999). Therefore, keeping consistency with Xu et al. (2003) who used the 
dimensions identified by Ballou and Pazer, (1985) and Ballou, Wang and Pazeer (1993), this 
research views quality information as the extent to which municipal management use accurate, 
timely, complete, and consistent information for undertaking various municipal decisions and 
actions. Flowing such information through the network of local stakeholders is required for 
developing capacity of a governance system, which can respond more quickly and intelligently 
(Innes and Booher, 2003). 
Enabling budgetary control system 
Recently, researchers have ushered the need for an enabling budgetary control system to 
engage organizational members in the budgetary process (Henttu-Aho, 2016). In this 
connection, the typology proposed by Adler and Borys (1996) has been extensively used 
whereby researchers have been trying to understand the users’ reactions to control systems. 
Drawing on the Adler and Borys’ framework researchers argue that the enabling control 
depends on the process of designing a system and ways of implementing the system (Aherns 
and Chapman, 2004; Chapman and Kihn, 2009; Free, 2007; Jordan and Messner, 2012; 
Jørgensen and Messner, 2009; Wouters and Wilderom, 2008). Budgeting uses multiple non-
routine tasks including operational planning, performance evaluation, communication of goals 
and strategy formulation (Hansen and Van der Stede, 2004; Hansen at el., 2003; Merchant and 
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Van der Stede, 2003). Budgeting will be viewed as enabling control system if users of budget 
as argued by Adler and Borys (1996) are involved with the design of budgetary process and 
budget is adapted to the organizational context rather than the organization complies with the 
budgetary rules and processes imposed by outside controllers (Jordan and Messner, 2012; 
Wouters and Wilderom, 2008).  
In designing budget as EBCS the following four key design principles needs to be considered 
(Adler and Borys, 1996). First, enabled budgets allow users to improve and modify the 
budgetary control system by themselves thus rendering the budgetary process to serve better 
achieving their organizational purpose (Wouters and Wilderom, 2008). Second, modification 
of budget is only effective if users are able to analyse the budgetary control process which 
requires internal transparency (Ahrens and Chapman, 2004). Internal transparency means users 
of budget are able to envisage and understand the underlying process on how budgetary control 
systems work, and are provided with necessary information so that they can understand the 
functioning of their tasks and receive feedback on their budgetary performance (Wouters and 
Wilderom, 2008). Third, EBCS facilitates global transparency thus enabling users to 
understand how their tasks fit into the organizational broader picture (Adler and Borys, 1996) 
and evaluate whether their tasks are in line with organizational vision or strategy (Chapman 
and Kihn, 2009; Jorden and Messner, 2012). Finally, EBCS should allow users with sufficient 
flexibility in using their budgetary control system. For example, municipal managers can make 
adjustment in their budgetary guidelines to better respond to the changes in their contextual 
environments. 
Municipal financial condition 
Municipal financial condition as viewed by Wang and Liou (2009) is the ability of a local 
government to meet current and future service obligations to its citizens. Those local 
governments that can satisfy these obligations without increasing loans or incurring financial 
hardship are said to be in sound financial conditions (Wang and Liou, 2009; Zafra-Gomez et 
al., 2009b). In other words, financial conditions measure an organisation’s capacity to fulfil its 
service and financial obligations (Jacob and Hendrick, 2013). Keeping consistency with this, 
Groves, Nollenberger and Valente (2003) viewed financial conditions as four different types 
of solvencies.  While the long-run solvency indicates an organization’s existing long-term 
obligations on its future resources, service level solvency refers to its ability to provide and 
sustain a service level that constituents require and desire. The budgetary solvency refers to its 
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ability to generate sufficient revenues to finance both current and desired level of services and 
finally, the cash solvency demonstrates the ability of an organization to generate sufficient 
financial resources to pay its current liabilities (Groves et al., 2003; Wang et al., 2007). 
Conceptual model 
Figure 4-3 represents a theoretical model of this study, which outlines the relationships 
between the LGC related factors and municipal financial conditions (FC) through the mediation 
of EBCS. As explained before stakeholder engagement (SE), municipal development-oriented 
culture (DOC), municipal organizational autonomy (MOA) and use of quality information 
(UQI) were chosen as local governance capacity related factors. Each of these four explanatory 
variables is expected to have direct influences on municipal FC which are hypothesized by H1, 
H2, H3 and H4. Consistent with organizational and management accounting literature, it was 
further expected that such variables will also determine the development and implementation 
































Figure 4-3: Theoretical model. 
Municipal financial conditions are related to two broad theoretical components, viz., fiscal 
structure and fiscal policy space. While the former represents municipal internal financial 
decisions regarding the level and sources of revenues and expenditures, types of services to be 
provided, size of fund balance, fiscal policy space is the set of external parameters representing 
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municipal fiscal opportunities and threats (Hendrick and Crawford, 2014). Maintaining or 
improving financial condition requires an organisation to successfully adapt to fiscal policy 
space by creating a congenial fiscal structure (Hendrick, 2011). Therefore, implicit in the 
determination of municipal financial condition is the role of management tools (Hendrick, 
2011). EBCS is one of such management tools available to local government organizations to 
balance between internal fiscal structure and dynamic external environment by guiding the 
behaviour of organizational members towards achieving predetermined outcomes (Abernethy 
and Brownell, 1997; Chong and Mahama, 2014; Langfield-Smith, 2007). Therefore, EBCS 
will ultimately impact the determination of municipal FC (Hendrick, 2011) which is shown by 
H5. Since, the explanatory variables are expected to contribute to the development and 
implementation of budgetary process as EBCS, it was further proposed that part of the 
influences of the explanatory variables on municipal FC will be mediated through EBCS and 
will be tested in hypotheses H6, H7, H8 and H9 for SE, DOC, MOA and UQI, respectively.  
Furthermore, management control system literature suggests that organizations need to balance 
the diverse and sometimes conflicting requirements for achieving expected organizational 
outcomes (Johansson and Siverbo, 2014; Naranjo-Gil and Hartmann, 2006). There is also a 
growing consensus that formal control when developed as an enabling system enhances 
organizational capacity to achieve such balances (Bisbe and Otley, 2004; Jørgensen and 
Messner, 2009). Following this argument, it is expected that municipalities having higher 
revenue diversification and larger in size will develop budget as enabling control system to 
respond to the consequent rising demands and expectations of various stakeholders (Abernethy 
and Lillis, 1995; Hendrick, 2002). On the contrary, municipalities with lower revenue 
diversification and smaller in size rely mostly on a particular source of finance in most cases 
central government transfers (Morell and Kopayani, 2014). Organizations operating in such 
context use budget as a tool to comply with institutional rules and negotiate with external 
partners to obtain vital resources (Hoque and Hooper, 1997). They will also have less incentive 
to change their stable budgetary process and develop budget as enabling control system since 
as argued by Granlund (2001) change in management accounting system is driven not as much 
by efficiency motives as they are by the demands of key organizational stakeholders. This is 
reflected in the model by the relationship between the explanatory variables and dependent 
variable represented by H10a and H10b. This study will examine whether the mediating 
relationship contemplated in the model differs in these two situations. The theoretical 
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relationships as hypothesized in this model are further discussed in hypotheses development 
part. 
Hypotheses development 
Direct effect of SGC factors on municipal FC 
Stakeholder engagement (SE) 
Engaging stakeholders in decision making process on strategy formulations and policy choices 
(Walters et al., 2000; Boyne and Walker, 2010) or implementation of organizational strategies 
(Simonsen and Robbins, 2000) is viewed as an effective way of satisfying stakeholders needs 
(Bryson, 2004; Crawford and Helm, 2009). Stakeholder engagement ensures efficient 
implementation of strategies as motivated employee will exert full effort to execute 
organizational policies and strategies (Poister and Streib, 1999). It also improves stakeholders 
trust (Creighton, 1981) by demonstrating accountability and transparency in organizational 
decision-making processes (Bryson, 2004). Simmons (2003, p.1) argue, “incorporating 
stakeholder views in decision making processes enhances organizational performance and 
commitments”. Similarly, Bryson (2004) views that not satisfying stakeholder needs can lead 
to poor performance, outright failure or even disaster. In an empirical study on “Why Decisions 
Fail” Nutt (2002) found that not attending to stakeholders’ needs resulted in failure of half of 
the 400 strategic decisions in terms of either they were not implemented, only partially 
implemented, or produced poor results. Following the above it is hypothesized that: 
H1: Stakeholder engagement is positively associated with municipal financial condition. 
Development oriented culture (DOC) 
Organizational culture influences the behaviour of organizational members in achieving 
organizational performance (Fey and Denison, 2003; Gregory et al., 2009). A stream of 
research in organizational studies (Denison, 1996; Denison and Mishra, 1995; Fey and 
Denison, 2003) has found that cultural traits such as involvement and adaptability are 
significantly correlated with organizational innovativeness, which in turn assists municipal 
organizations to alleviate fiscal stresses and thus maintaining financial condition. Zafra-Gómez 
et al. (2013) found that by adopting innovative ways, municipalities may get rid of financial 
hardship; such innovative initiatives include privatization of service provision or creation of 
agencies such as private firms or facilitating inter municipal cooperation (Hood,1995; Warner 
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and Hebdon, 2001; Warner, 2006). Development oriented culture as suggested by Prajogo and 
McDermott (2005) stimulates creativity and promotes innovation. Therefore, municipalities 
whose organizational culture is development oriented can serve their citizens in a better way 
than those whose culture is not conducive for innovativeness. Following this, it is hypothesized 
that: 
H2: Development oriented culture is positively related to municipal financial condition.  
Municipal organizational autonomy (MOA) 
Local governments especially in developing countries suffer from lack of organisational 
autonomies due to partial and fragmented decentralization policies, which can lead to poor 
performances (Yilmaz et al., 2010). Although this theoretical linkage has extensively been 
studied in business organizations (McDonald, Warhurst and Allen, 2008; Kawai and Strange, 
2014), few studies have empirically tested such relationship in municipal context (Boetti, 
Piacenza and Turati, 2012). Researchers in the business contexts found that subsidiaries 
making their own policies perform better by using locally available assets, information and 
knowledge (Davis and Meyer, 2004). This statement is also in agreement with Boetti et al. 
(2012) who argue that enhanced municipal autonomy which aligns between spending and 
funding responsibilities leads to efficiency, and effectiveness in delivering public services to 
constituents. Hence, it is proposed that: 
H3: Municipal organizational autonomy is positively associated with municipal financial 
condition. 
Use of quality information (UQI) 
Researches have paid significant attention on examining use of quality information (UQI) in 
organizational performance (Bushman et al., 2004; Chong, 1996; Fisher, 1996; Chong and 
Eggleton, 2003). These researches provide in-depth analyses on how UQI facilitates 
managerial decision-making and enhance organizational performance. This logic is also 
applicable in establishing the linkage between UQI and municipal financial condition. 
Influence of UQI on municipal financial condition through management decisions and 
practices can take an indirect route (an issue that will be discussed in the latter section). The 
direct influence of UQI is evident from many studies, for example, Cheng et al. (2014) argue 
that increased availability and quality of financial data, a form of UQI, assist organizations in 
securing better access to finance by facilitating increased transparency and enhanced 
141 
 
stakeholder engagement through better reporting. Such reporting also enhances the quality of 
governance which helps organizations to secure capital at reduced cost (Chen et al., 2009). The 
outcome of such increased availability of capital resources at reduced cost is improved 
organizational performances. Keeping consistency with the arguments described, it is 
hypothesized that:    
H4: Use of quality information is positively associated with municipal financial condition. 
Enabling budgetary control system (EBCS) 
While past researches remain silent on the relationship between EBCS and municipal FC, many 
studies in the field of management accounting suggest a positive connection between enabling 
management controls and organizational performances (Naranjo-Gil and Hartmann, 2006; 
Jǿrgensen and Messner, 2009; Henttu-Aho, 2016; Wouters and Wilderom, 2008). As stated 
before, municipal financial condition is about balancing demands, pressures, opportunities, and 
constraints while making policy choices with their current and future obligations (Hendrick, 
2011; Jacob and Hendrick, 2013). Budget is the most commonly used management tool to 
make such policy choices in both public and private sector organizations (Abernethy and 
Brownell, 1997; Johansson and Siverbo, 2014; Luft and Shields, 2006; Van der Stede, 2000, 
2001). Budgets with necessary enabling control features significantly enhance managers’ 
ability to raise and use municipal resources effectively and efficiently which in turn assist 
municipal organizations to achieve and maintain their FC.  
An enabling aspect of budgetary control system motivates employees to implement budget 
properly because they feel inspired due to their involvement in setting targets (Covaleski et al. 
2006). Motivated employees even become more committed to perform better if their 
responsibilities are assigned clearly (Marginson and Ogden, 2005) and when they are evaluated 
by congruent performance measures (Brownell and McInnes, 1982; Adler and Reid, 2008; 
Jørgensen and Messner, 2009). Achieving budgeted revenue targets and spending them in an 
effective and efficient way can lead to budgetary solvency since such municipal organizations 
can avoid extravagancy which is found to be positively correlated with budgetary deficiency 
(Hou, 2006). Budgetary solvency in turn helps municipal organizations to provide the level and 
quality of services desired by its citizens on a sustainable manner (Hendrick, 2011; Krueathep, 
2014).  
Budget developed as EBCS is more flexible which can enhance employees’ understanding on 
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how current policy choices are linked with municipal vision as argued by Wouters and 
Wilderom (2008). Such an understanding is necessary for municipal managers to make policy 
choices taking their long-term impacts into considerations. Tight budgetary control on the other 
hand may lead managers to become concerned with short term results since Van der Stede 
(2001) found a positive association between tight budgetary control and managerial short-term 
orientation.  
More importantly, as argued before sound financial condition requires municipal managements 
to follow appropriate strategies to balance their internal financial structure with their 
corresponding fiscal space that determines municipal revenue opportunities, demands and 
spending needs (Jacob and Hendrick, 2013). Municipal fiscal space is dynamic due to changes 
in its contextual socio-economic and financial environment (Hendrick, 2011). Moreover, such 
changes also cause variability in revenue base, which in turn changes revenue generation due 
to the elasticity of revenue base to the changes in municipal contextual economic and financial 
environment (Hendrick, 2011). To deal with such uncertainties EBSCs are considered more 
suitable over inflexible and bureaucratic control to achieve organizational objectives (Chenhall 
and Moers, 2015; Hentuu-Aho, 2016). This discussion leads to the development of the 
following hypothesis: 
H5: Enabling budgetary control system is positively associated with municipal financial 
condition. 
Indirect effect of SGC factors on FC through EBCS  
LGC factors as discussed in H1, H2, H3 and H4 intersect municipal FC; such influences can also 
take indirect routes through EBCS. Engagement of stakeholders in management accounting 
practices usually takes place through various management processes (Hansen and Van der 
Stede, 2004; Merchant et al., 2003; Covaleski et al., 2006). Such engagement enhances 
transparency. For example, budgeting, as argued by Hansen and Van der Stede (2004), 
translates organizational long-term strategic plan into short term operating plan in financial 
term. Through engagement in strategic planning process employee will have clear 
understanding not only on internalizing organizational strategic goals but also on the means to 
realize those goals (De Baerdemaeker and Bruggeman, 2015). This will enable employees to 
understand the internal functioning of budget and the underlying process of setting budgetary 
targets, which will eventually facilitate internal transparency (Adler and Borys, 1996). 
Moreover, Flamholtz (1996) suggest that budget with its coordinating function has an 
143 
 
integrating property of uniting various parts/units of an organization (Covaleski et al., 2006). 
Therefore, employees’ engagement in budgetary processes facilitates global transparency of 
the budget since through engagement employees understand the broader perspective of their 
organization and realize how their own works fit into the whole (Henttu-Aho, 2016; Wouters 
and Wilderom, 2008). This suggests stakeholder engagement has a significant role in making 
budget as an enabling control system. 
Organizational culture can play an important role in the design and implementation of budget 
as an enabling control system (Chow, Shields and Chan, 1991; Ueno and Wu, 1993). A 
development oriented culture focuses more on external environment (Prajogo and McDermott, 
2005) which is necessary to appreciate environmental uncertainties (De Baerdemaeker and 
Bruggeman, 2015). Such an understanding provides organizations with more information and 
encourages managers to revise their budgetary policies (Hansen and Van der Stede, 2004). This 
eventually promotes budget to become an enabling control system since the idea of budget 
modification, an important characteristic of enabling control (Adler and Borys, 1996), 
originates from individuals by first identifying problems and next formulating solutions (Cools 
et al., 2017; Getzels, 1979; Unsworth, 2001). Therefore, organisation fostering development 
oriented culture is likely to design and use budget as an enabling control system (Abernethy 
and Brownell, 1999; Bisbe and Otley, 2004) since the beliefs and values held by members of 
such organizations focus more on managerial creativity stimulation, innovation and continual 
adaptation to the external environment (Parker and Bradly, 2000; Prajogo and McDermott, 
2005).  
Since organizational autonomy is positively associated with managerial decision-making 
(McDonald et al., 2008), the direct effect of autonomy on organizational performance may also 
take an indirect route through the EBCS. As stated, achieving municipal FC is a function of 
balancing managerial strategic decision with municipal contextual environment (Hendrick, 
2011). Organizations capture such strategic uncertainties through strategic planning 
(Anderson, 2000) and respond through budget as it is a mechanism of annual execution of the 
strategic plan (Dumitrescu and Dogaru, 2014). However, budgets in this case need to be 
developed as enabling control system since strategic uncertainties cannot be dealt with 
effectively by strict rule-based budgetary process (Ahrens and Chapman, 2004). As a result 
organizations first need to appreciate strategic changes and develop management tools to 
respond to the changes. Autonomous actions as argued by Anderson (2000) facilitate 
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organizations to learn from experiences about new strategic opportunities. Organizations also 
need to have necessary autonomy so that they can make necessary amendment and 
improvement in their control systems. Budget in this case needs to respond faster to the 
changing conditions (Chapman and Kihn, 2009). Consequently by providing users with 
required permission and authority to make necessary modifications, an essential characteristic 
for an enabling control system (Adler and Borys, 1996), autonomous actions facilitate to 
develop budget as enabling control system.  
The use of quality information as argued before is essential for local governance and can 
influence municipal performance through EBCS because of its role in developing budgetary 
process as enabling organizational formalization. Poister and Streib (1999) argue that UQI 
influences management practices that are used to integrate major functions and activities and 
directing them toward achieving organizational ultimate goals. In municipal context, budgetary 
control is one of such management practices to deal with uncertainties arising out of their 
dynamic contextual environment as Abernethy and Brownell (1999) argue that budgetary 
controls enable management in communicating organizational priorities and guiding 
employees’ behaviour to these priorities (Abernethy and Brownell, 1999). Developing 
budgetary process to perform such control functions requires municipal managers to use quality 
information so that they can set challenging yet realistic budgetary goals (Ueno and Wu, 1993).  
Furthermore, developing enabling budgetary control requires integrating individuals and 
smaller units like services or products, clients, and others; this, therefore, suggests the need for 
more detailed and quality information for budgetary control decision usefulness (Ijiri, 1995). 
Such integration is also an essential feature for enabling formalization because it allows users 
of control to have a broader understanding where their works fit in that picture (Adler and 
Borys, 1999; Ahern and Chapman, 2005).  
Therefore, as the discussion above shows, LGC factors in this study incorporate enabling 
features into the budgetary process, such an EBCS as shown in the development of H5 has a 
direct relation with municipal FC. Following the above considerations, the following four-
hypotheses are proposed for the study:  
H6: EBCS partially mediates the influence of SE on municipal FC. 
H7: EBCS partially mediates the influence of MOC on municipal FC. 
H8: EBCS partially mediates the influence of MOA on municipal FC. 
H9: EBCS partially mediates the influence of UQI on municipal FC. 
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Effects of revenue diversification and organizational size  
The enabling budgetary control system is influenced by revenue diversity and organisational 
size. Revenue diversification is referred to the variation of revenue across revenue sources 
(Jordan and Wagner, 2008). Revenue diversification is also viewed as how local governments 
balance their major sources of revenue. A state-local revenue system is fully diversified and 
strongly balanced if as argued by Shannon (1987) each of the big three taxes: property, sales 
and income contributes 25-43 percent of the total revenue. Likewise, size of municipalities is 
viewed as the number of employees working fulltime to carry out their mandated 
responsibilities (Chenhall, 2003). These variables are chosen for two reasons: first, they are the 
most deterministic factors characterizing municipal environment operating in developing 
countries (Yilmaz, et al., 2010; Morrell and Kopanyi, 2014), and secondly, their influences on 
management control system has been extensively investigated (Chenhall, 2003; Ezzamel, 
1990; Hendrick, 2002; Nilsson, 2002).   
The basic tenet of decentralization is that finances should follow functions (Bahl, 2002). 
Municipal financing usually comes from own-source revenues, fiscal transfers from higher 
level governments, shared taxes, and debt or borrowing (Morrell and Kopanyi, 2014). 
Municipalities that are larger in size have bigger tax base and tend to use local taxes more than 
fiscal transfer (Freire and Garzόn, 2014). Using a judicious balance of all of sources instead of 
a single source allow municipalities to raise revenue on sustainable basis (Hendrick, 2011). 
Municipalities operating in this condition are subject to the surveillance of creditors, citizens, 
suppliers and others, and are likely to use budget as an enabling control system since they need 
to adapt their control system to achieve flexibility by coordinating different job functions 
(Abernethy and Lillis, 1995) to satisfy the diverse and often conflicting expectations of their 
stakeholders (Johansson and Siverbo, 2014; Naranjo-Gil and Hartmann, 2006). Revenue 
diversification also increases managers’ flexibility in using budget to manage shocks and other 
sources of environmental or fiscal stress due to contextual change (Hendrick, 2002). Moreover, 
larger organizations as suggested by Merchant (1981) are found to make greater use of 
sophisticated budgets in a participated way and employ more formal communications. 
Therefore, it is proposed that: 
H10a: The indirect effect of the explanatory variables on the dependent variable is significant 
through the mediation of EBCS for municipalities having (a) higher revenue diversification 
and (b) larger in size. 
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Small municipalities have lower revenue diversification because of their reliance on one or a 
few revenue sources and their dependence on fiscal transfer from higher level governments 
(Freire and Garzόn, 2014; Hendrick, 2002). Such municipalities have less incentive to design 
their budget as enabling control system since they use budget to comply with central 
government requirements leading budgets become symbolic and are used mainly for external 
bargaining and legitimation rather than guiding behaviour to carry out organizational mission 
(Hoque and Hooper, 1997). Such a use of budget is justified as these organizations tend to 
satisfy the requirement of their controlling agencies to reduce the risks associated with 
dependence on fiscal transfer (Hendrick, 2002). Therefore, the following hypothesis is 
proposed:  
H10b: The indirect effect of the explanatory variables on the dependent variable is insignificant 
through the mediation of EBCS for municipalities having (a) lower revenue diversification and 
(b) smaller in size. 
Methodology 
Institutional setting 
This study is based on archival and survey data collected from municipalities in Bangladesh. 
Municipalities are one of two types of urban local governments operating in urban areas except 
metropolitan cities across the country. They report to Local Government Division, a ministry 
of central government, which is the controlling authority of local governments. There are 318 
municipalities in Bangladesh which vary from each other in terms of their size, area, rate of 
urbanization, infrastructural development, revenue base, revenue raising capacity, human 
resources, institutional capacity and managerial capability (Fox and Menon, 2008).  
Like other local governments in comparable developing countries (Yilmaz et al., 2010), 
financing municipal activities in Bangladesh is guided by central government policies; 
however, they have authority to raise revenue from their own revenue base (Fox and Menon, 
2008). Central government also provides funds whose distribution is at the discretion of central 
policy makers. Other sources of municipal funding are rents and profits from leased out 
properties and assets, service charge, contribution of private individuals, entities or charities 
(Fox and Menon, 2008).   
Although, municipal functioning, financing and budgeting are guided by central government 
rules and regulations, they have sufficient autonomy to carry out their actual operational and 
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strategic functions like undertaking new activities, using own source revenues and exploring 
new sources within the guidelines of central government, and borrowing and making 
investment. However, such operational and strategic functions may vary among the categories 
and even with the category of municipality depending on the capability of the elected mayor 
and other managerial staff. This empirical setting therefore indicates there are significant 
variations among municipal organizations which is necessary for examining the influences of 
the local governance capacity related factors studied under this research. 
Research design  
The explanatory variables of this study were measured by a questionnaire survey. To ensure 
uniformity in data collection only the secretaries of municipalities were selected as the 
respondents since they hold the key administrative positions and have direct access to the 
information required to respond to the questionnaires. This is done in conformity of Seidler 
(1974) who suggests minimizing bias in organizational study by selecting respondents based 
on the following criteria: (i) selecting a balanced set of informants, (ii) standardizing the 
informants by selecting staff of the same position, and (iii) selecting informants having direct 
access to required information.  
The municipal financial condition was chosen to be investigated as the dependent variable 
because of the broadness of the concept which considers both financial performance and 
position from short and long term perspectives (Jacob and Hendrick, 2013). This is in response 
to the need identified by Otley (2016) who commented that over-reliance on only financial 
performance measure as dependent variable in management control research may produce 
biased results. Furthermore, financial condition is measured objectively from financial data 
collected from financial statements, budgets and other relevant documents, and its 
measurement process is well documented in municipal financial condition literature (Wang et 
al., 2007). Such objective measure of variable is given preference (Dess and Robinson, 1984). 
Additionally, to achieve conformity between conditions of the organizational variables and 
municipal financial condition, both the dependent and explanatory variables for the 2014-15 
financial year were measured.  
Sample and data collection 
As stated the explanatory organizational variables were measured by administering a 
questionnaire survey and municipal FC was measured using financial data collected from 
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archival documents.  To the extent possible instruments used in past studies were used with 
necessary modification to suit to the context of the study. The survey was pre-tested before 
distribution by experts including managers of public organizations and academicians. 
Following this, the questionnaire were distributed to the secretaries of the municipalities. 
Respondents were explained the purpose of the research and requested to give their opinion on 
various statements about the variables for 2014-15 financial year. After sending two 
consecutive reminders usable responses from 93 municipalities were received, which is 29.25% 
of the total population. As stated secretaries are the only respondent because of their access to 
all data necessary to carry out this study. On average, respondents had been working for 16 
years in this position (median 14 years) and have been posted in the current municipalities for 
9 years (median 7 years). This indicates the respondents are aware of their organizational 
functions. Following this, with the assistance of the Local Government Division financial data 
were collected for those 93 municipalities for the 2014-15 financial year. To confirm the 
validity of the data, non-response bias was analysed. Comparing the responses of early and late 
30% respondents along the key variables of the study failed to identify any significant 
difference along the key variables of the study. This indicates non-response bias is not 
significant in the sample of the study (Oppenheim, 1966).  
Variable measurement 
Municipal financial condition 
The municipal financial condition (dependent variable) was operationalized by developing a 
composite index (Wang et al., 2007).  Following the methodology of OECD (2008), financial 
indicators measured from the municipal financial data were grouped into dimensions, which 
were then aggregated to determine the ultimate index. The eleven indicators used in this study, 
illustrated in Table 4-8, were divided into four dimensions viz., short term solvency, budgetary 
solvency, service level solvency and long-term solvency (Jacob and Hendrick, 2013; Wang et 
al., 2007). The values of the indicators were normalized using the formula, (Actual value – 
Minimum value)/(Maximum value – Minimum value) (OECD, 2008). The normalized values 
of indicators were then aggregated using weighted average method (OECD, 2008) to determine 
dimension indices, which were further aggregated to measure the final FC index (Wang et al., 




Table 4-8: Operationalization of financial condition 
Indicators and dimensions of financial condition 
Short-term solvency 
· (cash and cash equivalent + short term investment)/current liabilities; 
· (cash and cash equivalent + short term investment + receivables)/current liabilities; and 
· Current liabilities/current assets.  
These ratios indicate, although in varying degrees, the availability of liquid asset. Therefore, 
the higher the values of these indicators, the better will be the municipality in terms of short 
term solvency. 
Budgetary solvency 
· (total revenue – special allocation fund)/ (total expenditure – capital expenditure) 
· (total revenue – special allocation fund)/employee expenditure; and  
· (total revenue – special allocation fund)/total expenditure.  
All ratios compare municipal yearly expenses with corresponding revenues; therefore, values 
over 1 indicate municipal revenues are sufficient to cover up its expenditure and are thus 
solvent in terms of budget. 
Service level solvency 
· Total taxes/population; 
· Total revenues/population; and  
· Total expenses/population.  
As explained, the higher the value of these ratios, the better will be the municipal service 
level solvency. 
Long term solvency 
· Long term liabilities/total assets, and  
· Long term liabilities/population.  
While the former shows whether a municipality possess enough assets to cover up its long 
term liabilities, the latter ratio indicates per capita debt burden. Therefore, higher values of 
both ratios are undesirable for municipal government. As suggested by Wang et al. (2007), 
these two ratios were reversed before averaging them to measure this dimension so that they 
can be included in the determination of index of FC. 
Local governance capacity 
LGC in this study is represented by the four independent variables and their measurements are 
discussed in this section. The stakeholder engagement (SE) was measured by five items (Table 
4-13 of Appendix-4.2). Consistent with instruments developed by Wang (2001) and Kren 
(1992) each item was measured by using a seven-point Likert-type response format (1 = 
strongly disagree, 7 = strongly agree). The scores of the five items corresponding stakeholder’s 
engagement in municipal policy or decision making and management function particularly in 
budgeting were averaged to get the final measure of this variable. Municipal development 
oriented culture (DOC) was measured by six items adapted from organizational culture scale 
developed by Denison and Mishra (1995). These six items as shown in Table 4-13 of 
Appendix-4.2 measured municipal members’ values and beliefs, and each item had a seven-
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point response format (1 = strongly disagree, 7 = strongly agree).  
As stated before, MOA refers to the ability of municipalities in making strategic and 
operational decisions independently. Consistent with Johnston and Menguc (2007) and 
Slangen and Hennart (2008), municipal autonomy was measured from primary data collected 
by an eight items questionnaire, shown in Table 4-13 of Appendix-4.2. The items were 
adapted from instruments developed by Kawai and Strange (2014), Wynen et al. (2014), and 
Verbeeten and Speklé (2015). These items capture municipal independency in various aspects 
of organizational decision making. Respondents rated the extent to which their municipalities 
were able to make independent decision regarding policy and strategy, investment, human 
resource policy, and budgeting. The average value of these eight items was used as the 
measurement showed internal reliability was high as expressed by its Cronbach’s alpha (0.970). 
The UQI was measured by five items asking the respondents to rate the usefulness of 
accounting information in communicating with stakeholders and preparing and monitoring the 
implementation of budget. These items, shown in Table 4-13 of Appendix-4.2, were 
developed by the researchers for carrying out this study. A seven-point Likert-scale ranging 
from (1) ‘Strongly disagree’ to (7) ‘Strongly agree’ was attached to each item to measure this 
variable. The items loadings, AVE, composite reliability and Cronbach’s alpha of the four 
variables are reported in Table 4-13 of Appendix4.2. 
Enabling budgetary control system 
EBCS was measured by fourteen items, which were developed based on the instrument of 
Chapman and Kihn (2009) with necessary modification to suit the objective, scope and context 
of the study. These items required respondents to express their views on each of the four design 
characteristics of enabling control (the items are shown in Table 4-13 of Appendix4.2). A 7 
points Likert-type response format (1 = strongly disagree, 7 = strongly agree) was attached to 
each of these eight items. EBCS is a hierarchical latent variable consisting of four dimensions, 
viz., repair, internal transparency, global transparency and flexibility. A reflective-formative 
type of model is used to measure this hierarchical latent variable. Since the focus of this study 
is on the path coefficients to and from the higher level constructs, the two-stage approach is 
used to estimate the higher order variable (Becker, Klein and Wetzeis, 2012). The items 
loadings, AVE, composite reliability and Cronbach’s alpha of the dimensions of this variable 




Finally, revenue diversification was measured using Hirschman-Herfindahl Index (HHI) 
(Hendrick, 2002). This approach develops a diversification score ranging from 0 to 1 based on 
how evenly revenue is balanced among its selected sources. In municipalities there are three 
major sources of revenue, viz., tax revenue, non-tax revenue and fiscal transfer (Morrel and 








Where, Ri is the fraction of revenue generated by each of the three revenue sources. This 
measure implies higher values of RD with greater levels of diversification (Hendrick, 2002). 
The total and the three sources of revenue were measured from financial data collected for 
measuring financial conditions. Moreover, using the data from LGED (2015) municipal size 
was measured by the number of full time employees of the sampled municipalities under the 
study. 
Statistical analysis 
The Partial Least Squares-Structural Equation Modelling (PLS-SEM) (Nitzl, Roldan and 
Cepeda, 2016; Zhao, Lynch and Chen, 2010) was used for testing the mediation effects as 
predicted in the theoretical model (Figure 4-3). PLS is a powerful non-parametric approach 
for analysing non-normal data collected from relatively smaller sample (Hair et al., 2012 
Mediation effect was analysed in two steps: at first, the indirect effects of the four variables 
were estimated by the products (a1b, a2b, a3b and a4b) of the coefficients between explanatory 
variables and the mediating variable (a1, a2, a3 and a4), and the coefficient between mediating 
variable and dependent variable (b) as illustrated in Figure 4-3. Subsequently, direct effects 
were measured by regression coefficients between each of the four explanatory variables and 
dependent variable while holding the mediating variable constant. These coefficients are shown 
in Figure 4-3 as c1, c2, c3 and c4. According to Zhao et al. (2010) mediation occurs only when 
the indirect effect found in step one is significant; and this mediation effect is perfect when the 
consequent direct effect in step two is found to be insignificant otherwise the mediation is 
partial (Zhao et al., 2010). The partial mediation is either complementary when the product of 
indirect and direct effects is positive or competitive when it is negative (Nitzl et al., 2016). As 
stated before, regression coefficients were measured from structural equation modelling (SEM) 
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program using SmartPLS software (Hayes and Rockwood, 2016). The level of significance of 
the total, direct and indirect effect is measured by applying bootstrapping routines (Nitzl et al., 
2016). The effects of the two contextual variables on the mediation model were determined by 
the SEM as well. In this case we first divided the sample in two sub-groups at the median for 
each of the two factors then followed the similar data analysis procedure described above for 
each of the four sub-groups created. 
Empirical Results 
Descriptive statistics and correlations 
The means, minimum and maximum values, standard deviations and correlations between the 
variables are reported in Table 4-9. The Pearson correlations apparently suggest there is no 
multi-collinearity among variables of interest for carrying out the regression analysis 
contemplated in the study. The variance inflation factor (VIF) for the variables also supported 
that multi-collinearity is not an issue for carrying out further analysis as none of the VIF values 
exceed the threshold values of 10 (Craney and Surles, 2002).  
Table 4-9: Descriptive Statistics and correlations  
Variable 
Descriptive statistics  Correlations 
VIF 
Mean Min. Max. 
Std. 
Dev. 
 SE DOC MOA UQI EBCS FC 
SE 3.28 1.20 5.80 1.1743        1.236 
DOC 2.85 1.17 5.50 0.9972  0.537      1.447 
MOA 3.02 1.25 5.50 1.0349  0.872 0.538     4.550 
UQI 3.02 1.40 5.20 0.9389  0.407 0.212 0.393    4.519 
EBCS 3.50 1.64 5.79 1.1644  0.672 0.399 0.673 0.377   2.035 
FC 0.2446 0.0837 0.5277 0.0888  0.892 0.634 0.910 0.417 0.703   
Bold and underlined figures indicate correlation is significant at 0.01 and 0.05 level respectively; N = 
93. 
Considering the correlation coefficients between variables hypothesized in this study, all nine 
of such relationships are found to be positively and significantly correlated. Municipal FC, as 
anticipated, was found to have significantly positive correlation with SE (r = 0.892, p<0.01), 
DOC (r = 0.634, p<0.01), MOA (r = 0.910, p<0.01) and UQI (r = 0.417, p<0.01), so was the 
situation for the mediating variable since EBCS was correlated with SE (r = 0.672, p<0.01), 
DOC (r = 0.399, p<0.01), MOA (r = 0.673, p<0.01) and UQI (r = 0.377, <0.01). Finally, the 
mediating variable is also found to be significantly correlated with the dependent variables (r 
= 0.703, p<0.01). Such results of correlations among the variables of interest show preliminary 
support for the proposed hypothesized relationship; however, further analysis was carried out 
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to examine the relationship between the explanatory, mediating and dependent variables 
following the processes outlined in previous section. 
Test of hypotheses  
Direct relationships  
The standardized path coefficients between the four explanatory variables – SE, DOC, MOA 
and UQI – and the dependent variable, FC and their corresponding t statistics are determined 
by the structural equation model and presented in Table 4-10. The R2 value of 0.896 suggests 
that about 89.60% of the variation of the FC is explained by the four explanatory variables. 
The RSMS and NFI value also suggests the validity of the model. As can be seen from Table 
4-10, the coefficients are found to be significant except for UQI. This suggests that the direct 
relationship of SE, DOC and MOA with FC are significant but not for UQI thus providing 
support for hypotheses 1, 2 and 3 except 4. Furthermore, it is proposed in hypothesis 5 that the 
mediating variable, EBCS, will have significant influence on the dependent variable, FC. The 
path coefficient between these two variables (β = 0.096) is found to be insignificant providing 
no support for hypothesis 5.  
Mediating relationships 
As discussed in the theoretical model, it is proposed in hypotheses 6, 7, 8 and 9 that EBCS will 
be a mediator between the explanatory variables and the dependent variable. To test these 
hypotheses, the overall model was further examined to obtain the required data which are also 
presented in Table 4-10. In the following sub-sections, the mediating influence of EBCS 
between each of the four explanatory variables and the dependent variable was examined as 
per the procedure stated in section of statistical analysis.  
In hypothesis 6, it is predicted that EBCS will partially mediate the effect of SE on municipal 
FC. The standardized coefficient between SE and EBCS (0.317) is found to be insignificant 
(Table 3). This suggests there is no mediation between SE and FC, which is confirmed by the 
insignificant (as lower bound of CI = -0.006 and upper bound=0.098) indirect effect of SE on 
FC (0.033) as shown in Table 4-10 (Zhao et al., 2010). The direct effect of SE on FC (0.315), 
as reported in Table 4-10, was significant since 95% CI did not include zero (lower bound of 
CI = 0.165 and upper bound = 0.472) suggesting only the direct relationship between SE and 
FC. Therefore, the relationship predicted in hypothesis 6 was rejected. 
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Table 4-10: Structural model results  
Standardized results of structural equation model 
**p<0.01; *p<0.05; RSMS = 0.048; NFI = 1.00; ns = not significant; BC = bias corrected; CI = Confidence 
interval. 
In case of the variable DOC, it is predicted in hypothesis 7 that EBCS will partially mediate 
the effect of DOC on municipal FC. From Table 4-10 it is found that the standardized 
coefficient between DOC and EBCS (β= 0.029) was insignificant suggesting the improbability 
of EBCS as the mediator between DOC and FC. This is confirmed by the insignificant (BC 
95% CI = -0.015 to 0.022) indirect effect (0.003) of DOC on FC, shown in Table 4-10, 
confirming no mediating effect of EBCS between DOC and FC (Zhao et al., 2010). Therefore, 
the partial mediating effect of EBCS between DOC and FC as posited in hypothesis 7 is not 
supported.  
It is predicted in hypothesis 8 that EBCS will partially mediate the effect of MOA on municipal 









Type of effect  BC 95% CI 
Indirect Direct Total  Lower Uppe
r 
Direct relationship  
SE FC 0.315(3.991**) 
0.896 
      
DOC  FC 0.172 (4.297**)       
MOA  FC 0.464 (5.513**)       
UQI  FC 0.034 (0.765 ns)       
SE EBCS 0.317 (1.735 ns) 
0.494 
      
DOC  EBCS 0.029 (0.377 ns)       
MOA  EBCS 0.336 (1.752ns)       
UQI  EBCS 0.111 (1.319 ns)       
EBCS  FC 0.096 (1.567ns)       
Mediating relationship   
SEEBCSFC 
  0.033    -0.006 0.098 
   0.315   0.165 0.472 
    0.34
8 
 0.179 0.512 
DOCEBCSFC 
  0.003    -0.015 0.022 
   0.172   0.098 0.263 
    0.17
5 
 0.099 0.265 
MOAEBCSFC 
  0.032    -0.009 0.088 
   0.464   0.303 0.627 
    0.49
6 
 0.317 0.672 
UQIEBCSFC 
  0.011    -0.007 0.030 
   0.034   -0.042 0.126 
    0.04
5 
 -0.036 0.139 
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0.336) as insignificant.  Table 4-10 further shows that the indirect effect of MOA on FC (0.032) 
is also insignificant (as lower bound of CI = -0.009 and upper bound=0.088) indicating non-
existence of mediation effect (Zhao et al., 2010) as opposed to the theoretical relationship 
hypothesized in H8. The direct effect of MOA on FC (0.464) is found to be significant (95% 
CI = 0.303 to 0.627, shown in Table 4-10) suggesting the presence of the direct relationship 
but no mediation effect of EBCS (Nitzl et al., 2016); therefore, the predicted relationship 
posited in H8 is not supported.  
As shown in Table 4-10, the standardized coefficient between the path from UQI to EBCS (β 
= 0.111) is insignificant suggesting the improbability of EBCS as a mediator between UQI and 
FC. The indirect effect of UQI on FC (0.011), as shown in Table 4-10, is also found to be 
insignificant since the lower and upper bounds of its 95% bias corrected confidence interval 
contain zero (lower bound of CI = -0.007 and upper bound= 0.030), indicating no mediation 
effect of EBCS (Nitzl et al., 2016). The direct effect of UQI on FC (0.034) as found from Table 
4-10 is also insignificant (since lower bound of CI = -0.042 and upper bound = 0.126). These 
empirical evidences are in contradiction to our theoretical prediction expressed in H9. 
Mediation effect under sub-groups 
Table 4-11 presents the same information reported in Table 3 for four sub-groups created 
following procedure stated before. The results indicate contrasting relationships: while EBCS 
plays significant mediating role in the relationships between the explanatory variables and the 
dependent variable for municipalities with higher revenue diversification and larger in size, as 
predicted in hypothesis 10a, such role of EBCS is insignificant for municipalities with lower 
revenue diversification and smaller in size, as postulated in 10b.  
To test these hypotheses, the model for each of the four sub-groups was examined and it was 
found that the indirect effects of SE, DOC, MOA and UQI for sub-group (i) higher revenue 
diversification were 0.229, 0.073, 0.191 and 0.020, respectively and for sub-group (ii) larger 
in size were 0.122, 0.043, 0.171 and 0.045, respectively. All these effects except for UQI are 
significant since none of their corresponding 95% CI contains zero as reported in Table 4-11. 
These empirical evidences suggest the effectiveness of EBCS as a mediator (Zhao et al., 2010; 
Nitzl et al., 2016) for municipalities with higher revenue diversification and larger in size, thus 




Table 4-11: Results of indirect effects of explanatory variables of sub-groups analyses 
**p<0.01; *p<0.05 
However, such indirect effects of SE, DOC, MOA and UQI for sub-group (iii), lower revenue 
diversification, are -0.003, 0.004, 0.002 and 0.039, respectively and for sub-group (iv), smaller 
in size, are -0.006, 0.000, 0.001 and 0.001, respectively, and as opposed to the other two groups 
none of these effects is significant because all their corresponding 95% CIs contain zero as 
presented in Table 4-11. These provide support for hypothesis 10b predicting that the indirect 
effects of the explanatory variables on the dependent variable through the mediation of EBCS 
is insignificant (Zhao et al., 2010; Nitzl et al., 2016) for municipalities with lower revenue 
diversification and smaller in size.  
Robustness check and alternative model 
The sample size is equal to 18 times the highest number of structural paths directed at a construct 
in the inner model of this study. This exceeds the threshold for the robust PLS path modelling 
estimations (Verbeeten and Speklé, 2015). However, the relatively smaller sample size may not 
have sufficient level of statistical power as the limited number of observations could fail to detect 
the significant effects of smaller size (Henseler, Ringle, and Sinkovics, 2009; Verbeeten and 
Speklé, 2015). To overcome this, the data were analysed using an alternative model which has 
been selected by excluding the insignificant paths from the explanatory to the dependent variable 
of this study. In our original model only, the structural path from the use of quality information 
(UQI) to municipal financial condition is insignificant at p≤ 0.05. After excluding that path, the 
highest structural paths directed at a construct is reduced from 5 to 4 in the alternative inner 
model. Therefore, the ratio of observation to this highest number rises to 23 compared to 18 of 
the original model. The results of the alternative model (reported in Table 4-12) significantly 
Path description 
Indirect effect 
Revenue diversification  Municipal size 











0.965 DOCEBCSFC  0.004 
0.073* 
 0.000 0.043* 
MOAEBCSFC 
0.002 0.191**  0.001 0.171** 
 UQIEBCSFC 
0.039 0.020  0.001 0.045 
Model fit          
SRMR 0.079  0.064   0.068  0.061  
NFI 0.675  0.740   0.677  0.735  
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resemble the results of the original model. Additionally, group analysis was also carried out by 
dividing the sample into low and high in terms of revenue diversification and small and large in 
terms of municipal size. The results (untabulated) of the group analysis of the alternative model 
also support the results found in the original model. 
Table 4-12: Structural model results of alternative model 
**p<0.01; *p<0.05; RSMS = 0.049; NFI = 0.874; ns = not significant; BC = bias corrected; CI = Confidence 
interval. 
Discussion and conclusion 
This study sets out to examine the influences of local governance capacity on municipal financial 
condition. More specifically it was investigated how these factors influence municipal financial 
condition directly and indirectly through EBCS and whether such relationships vary in the 
context of municipal revenue diversification and size. The empirical results of this study provide 
support for the direct relationships of SE, DOC and MOA with municipal FC but not for UQI. 
On the other hand, the overall indirect relationships through the mediation of EBCS as predicted 
in the theoretical model were found to be insignificant. However, when this theoretical model 
was examined in the context of municipal revenue diversification and size, contrasting results 
were found. Although empirical evidence on the relationships hypothesized in this study is 
relatively sparse due to lack of studies examining the impact of organizational variables on 




β (t statistics) 
R2 
 Bootstrapping 
Type of effect  BC 95% CI 
Indirec
t 
Direct Total  Lower Upper 
Direct relationship 
SE FC 0.322 (3.819**) 
0.895 
      
DOC  FC 0.170 (4.310**)       
MOA  FC 0.468 (5.560**)       
SE EBCS 0.348 (1.962*) 
0.484 
      
DOC  EBCS 0.026 (0.336 ns)       
MOA EBCS 0.356 (1.918 ns)       
EBCS  FC 0.102 (1.681 ns)       
Mediating relationship  
SEEBCSFC 
  0.035    -0.001 0.119 
   0.323   0.171 0.484 
    0.358  0.185 0.522 
DOCEBCSFC  
  0.004    -0.007 0.035 
   0.169   0.096 0.259 
    0.173  0.095 0.253 
MOAEBCSFC  
  0.038    -0.001 0.119 
   0.466   0.309 0.655 
    0.504  0.330 0.687 
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(Johansson and Siverbo, 2014; van Helden and Uddin, 2016), results from relevant past studies 
are found to be pertinent in explaining the empirical findings of this study. 
The insignificant relationships between the explanatory and mediating variables obtained in the 
overall as well as sub-groups having lower revenue diversification and smaller in size are found 
to be in contradiction with the findings of extant literature. Researchers found that the basic 
belief, values, and norms, which are determined by the prevailing organizational culture, are 
significantly related to budget related behaviour (Goddard, 1997); similarly, Kenis (1979) and 
Brownell and McInnes (1986) found a significant relation between participation of stakeholders 
and better budgetary performance. LGC factor that enhances organizational freedom leads 
organizational innovation in the face of contingencies, unexpected events, and obstacles that 
might impede the goals, objectives and productivity of organizations, and thus “supports 
operational creativity and shapes innovation efforts by providing agents with a wide range of 
information to aid them interacting creatively with processes and the organizational 
environment” (Free, 2008, p. 901). Similarly, facilitating enabling control in terms of usability 
supports rather than constrains operational management and assists in dealing with contingencies 
effectively (Aherns and Chapman, 2004) leading to improved organizational performance 
(Chapman and Kihn, 2009).  
The positive but insignificant relation between UQI and municipal FC is found to be surprising 
since past studies suggest that use of quality information increases the availability and quality of 
financial data in reporting which in consequence enhances stakeholder trust that provide 
organizations better access to finance (Chen et al., 2009; Cheng et al., 2014). Use of quality 
information also assists to achieve efficiency which in turn enhances performance (Pondeville, 
Swaen and Rongé, 2013). The insignificant finding of this study can be attributable to the context 
of the research site. The use of quality information in municipal decision making and reporting 
is very poor due to the weak and faulty accounting and auditing system in the public sector of 
Bangladesh (Zafarullah and Siddiquee, 2001). Therefore, UQI neither plays significant role in 
deriving revenue from their own sources or from borrowing or raising capital from financial 
market (Fox and Mennon, 2008) nor assists municipalities in achieving efficiency. Galera, 
Rodríguez and López Hernández (2008) also found use of low quality information as a barrier in 
achieving cost efficiency in local authorities even in developed country.  
The insignificant mediating effect of enabling budgetary control systems found in this study can 
also be attributed to the setting of this research where municipalities in general are smaller and 
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financially not independent as central government transfer is the major source of finance for 
many of them (Fox and Mennon, 2008). Central government ministry and other agencies 
responsible for local governments constantly and closely monitor their affairs and employ the 
whole gamut of administrative control techniques including reports, inspections, advice, grants, 
approval and review. Municipalities operating in such contextual environment tend adopt budget 
to comply with the requirements of central government. Such bureaucratic oriented budget bears 
little correspondence with managerial control functions and become ceremonial practices for 
external bargaining and legitimation (Hoque and Hooper, 1997).  
The above explanations are further corroborated when the empirical results are analysed from 
the perspective of the four sub-groups of this study. Keeping consistency with the overall 
theoretical model, the mediating effect of EBCS on the link between the explanatory and 
dependent variables is found to be insignificant for sub-groups of municipalities that have lower 
revenue diversification and are smaller in size. However, such mediating effect holds for sub-
groups of municipalities that have higher revenue diversification and are larger in size. In the 
context of latter sub-groups, municipalities enjoy comparatively better organizational 
environment which in consequence results in better performance. The effective and efficient use 
of available resources as required by the stakeholders in such context explain the reasons why 
municipalities allow employees and other stakeholders in participating budget preparation and 
implementation, and develop organizational culture facilitating flexibility, innovation, creativity 
and practice authority in defining budgetary policy to design and use budgetary control systems 
in an enabling way, which in turn has a positive impact on their municipal financial condition.  
Contribution and future studies 
The findings of this study have theoretical and practical contributions. This study conducts a 
simultaneous analysis of the effects of organizational factors; thus, it provides a comprehensive 
understanding on how the LGC factors lead to better performance (Gerdin, 2005; Otley, 2016). 
This study also shows that the four explanatory variables play a key role in designing budgetary 
process as enabling control system. Specifically, in commensuration with Henttu-Aho (2016) 
and Wouters and Wilerom (2008) it is shown that how employee engagement facilitates internal 
transparency of budget by providing employees with clear understanding not only on 
internalizing organizational strategic goals but also on the means to realize those goals. Likewise, 
this study establishes how development oriented culture fosters budget modifications by 
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providing more relevant information on budgetary policies. Moreover, it is shown show how 
organizational autonomy is linked to enabling budgetary control system since autonomous 
organizations have the required authority and permissions to make necessary amendments in 
budget to cope with strategic uncertainty. Similarly, it is explained how quality information is 
necessary to integrate the organization into a whole through the budgetary process. Thus, in 
complementing Adler and Borys (1996) it is theoretically established how these LGC factors 
contribute to design budget as EBCS.  
In analysing the theoretical linkage between EBCS and organizational financial conditions, it is 
shown how budgets developed as enabling control systems by incorporating Adler and Borys’ 
four essential characteristics, viz., repair, internal transparency, global transparency, and 
flexibility lead to better organizational performance. In commensuration with the nature of the 
EBCS, this study employs a multidimensional dependent variable which includes not only 
financial performance but also financial position. Expanding the type of dependent variable has 
been emphasized as existing literature is overly relied on performance measure of financial 
performance (Otley, 2016). Taking advantages of the broadness of these two variables, this paper 
shed light on the theoretical linkages between the various aspects of enabling budgetary control 
systems and different dimensions of municipal financial conditions. 
Empirically this is a unique research as it develops the theoretical model, which by itself is 
distinctive in extant literature. It provides quantitative evidence by shedding light on the 
influences of factors - SE, DOC, MOA and UQI –on municipal financial condition through their 
interactions on EBCS, an area which is encouraged to be investigated specifically from the 
perspective of public sector organizations in developing and emerging countries (van Helden and 
Uddin, 2016).  
Managers of public sector organizations will find the findings of this research useful. For 
example, given the positive relation between the explanatory variables factors - SE, DOC and 
MOA– and financial condition, managers should be aware of enhancing their governance 
capacity by developing those attributes. The findings of this research should be interpreted 
considering some limitations. First, the data of the study come from municipalities in 
Bangladesh; therefore, the findings may have limitation in generalizability. This is because the 
contexts of municipalities in Bangladesh are different. Secondly, the study examined only a 
subset of explanatory and mediating variables; therefore, it does not provide the whole picture 
about the issues investigated. Thirdly, given that some of the variables investigated in this study 
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were measured using survey data, such measurement may be subjected to bias due to common 
responses. Future research can further expand this study by including other management control 
systems as well as by incorporating relevant explanatory variables in the model. However, 
empirical finding on positive mediating effect of EBCS found in the context of municipal revenue 
diversification and size is specifically a useful lesson for the central government policy makers 
in developing countries since this finding will make them aware that to produce desired result 
municipal organizations must ensure revenue diversification and be in optimum size. 
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Table 4-13: Questionnaire items, indicator loading and results of measurement analysis 
Construct Loadings Loadings2 Alph
a 
AVE CR 
Stakeholder engagement   0.962 0.869 0.971 
My municipality allows stakeholders in taking part of 
municipal strategic planning and policy decision 
0.920 0.846  
  
We engaged stakeholders by holding meeting, public 
hearings on our overall budget policy 
0.948 0.899  
  
We consider stakeholders’ opinion in setting municipal 
budget activities 
0.919 0.845  
  
We consider stakeholders’ opinion very important in 
setting budgeted goals 
0.946 0.895  
  
Stakeholders have significant influences on our final 
budget 
0.928 0.861  
  
Development oriented culture   0.943 0.777 0.954 
My municipality has a long term purpose and direction 0.878 0.771    
There is a shared vision of what this organization will be 
like in the future 
0.877 0.769  
  
There is a high level of agreement about the way that we 
do things in this municipality 
0.904 0.817  
  
My municipality encourages staff flexibility and 
innovativeness in finding solutions to municipal 
problems 
0.842 0.709  
  
Cooperation and collaboration across functional roles is 
actively encouraged 
0.889 0.790  
  
My municipality was very responsive and changes easily 0.899 0.808    
Municipal organizational autonomy   0.970 0.826 0.974 
We are capable of making our own policy and strategic 
decisions 
0.899 0.808  
  
We are capable of making our own budgetary decisions 0.924 0.854    
We make our  human resource management decisions by 
ourselves 
0.873 0.762  
  
We can shift between the budgets for personnel and 
running costs 
0.937 0.878  
  
We are able to set tariffs for municipal services or 
products 
0.937 0.878  
  
My municipality is capable of deciding its internal 
management processes 
0.909 0.826  
  
My municipality is able to determine its own procedures 
and work process descriptions 
0.914 0.835  
  
My municipality is able to decide shifting between 
operating budget and investment budget. 
0.876 0.767  
  
Use of quality information   0.949 0.830 0.961 
We use accurate information in a timely manner to 
effectively explain our decisions 
0.872 0.760  
  
The quality of information of municipal information 
system helps us to justify our decisions 
0.917 0.841  
  
The quality of information of municipal information 
system helps us to make explicit the reasons for our 
budgetary decisions 
0.923 0.852  
  
The quality of information of municipal information 
system helps us to shape and control our budgetary 
decisions, 
0.902 0.814  
  
The quality of information of municipal information 
system helps us to improve the effectiveness and 
efficiency of our budgetary decision making process 




Construct Loadings Loadings2 Alph
a 
AVE CR 
      
Enabling budgetary control system first order construct of the instrumental dimension 
Repair   0.922 0.928 0.963 
The municipal staff could easily modify budget 
information and reports 
0.963 0.927 
   
The municipal staff could easily get access to very 
detailed information in order to investigate budget 
deviations 
0.963 0.927 
   
Internal transparency   0.960 0.893 0.971 
Municipal budgeting process helped to clarify the 
municipal budgeted activities 
0.950 0.903 
   
The budgeting process enhanced the knowledge of 
municipal managers about their respective departmental 
operational activities 
0.941 0.885 
   
The budgeting process enhanced the understanding of 
municipal managers about how the municipality worked 
as a whole 
0.943 0.889 
   
The budgeting process increased municipal managers’ 
understanding of what drives their departmental 
revenue/cost levels 
0.946 0.895 
   
Global transparency   0.972 0.876 0.977 
The budgeting process was very useful in 
communicating municipal strategies 
0.930 0.865 
   
The budgetary process was a useful tool in signalling 
areas of change to cope with changing municipal strategy 
0.938 0.880 
   
Municipal managers analysed budget information to find 
ways for improving operations under their control 
0.929 0.863 
   
The budgeting process helped municipal staff to 
understand the overall context within which they were 
working 
0.946 0.895 
   
Municipal staff were allowed to think of new ways of 
doing things during the budgeting process 
0.931 0.867 
   
Municipal budgeting process was aligned to generate 
regular and frequent flow of strategic information 
between operational and senior management 
0.941 0.885 
   
Flexibility   0.928 0.933 0.965 
Municipality was allowed to make expenditure even if it 
was not included in the budget 
0.966 0.933 
   
Ensuring strict adherence to budgetary assumptions, 
rules and regulations, and action plans were not the main 
focus of discussion during the budgeting process 
0.966 0.933 
   




Chapter 5 : The role of Management Practices 
Chapter – 5 illustrates the study carried out to examine the role of management practices in 
explaining the variations of municipal financial conditions. As shown in Figure 5.1, this study 
was carried out to investigate the role of budgetary practices. Study 5 is devoted to examine 
the relationships between municipal budgetary processes and their performances. More 
precisely, this study focused on what effects the institutional influences had on municipal 
annual budgetary processes and multiyear budgetary process, and whether these interactions 
had any effects on their respective level of solvencies viz., budgetary solvency and service level 
solvency (RQ9). It also analysed qualitatively to answer the question on how central 
government influences affect the budgetary practices which in turn impact municipal 
budgetary and service solvencies (RQ10). Answers to both of the questions contributed to 
achieve the third research objective (RO3). 
 
Development of index 










































Figure 5-1: Linkage of study 5 with the overall objective of the thesis.  
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Manuscript preparation process for Article 5 
The design and methodology of study 3 were determined in consultation with the principal 
supervisor. 
   
After collecting and analysing the required data, the manuscript of this study was prepared 
under the direction of the principal supervisor.  
   
After preparation of the manuscript, it was submitted to the Global Accounting & 
Organisational Change 2017 conference. 
   
The paper was reviewed by two anonymous reviewers and was accepted for presentation in 
the conference. The paper was revised incorporating the comments of the reviewers and 
was presented in the conference held in Melbourne in November, 2017. 
   
The paper was further benefitted from the comments made by participants of the 
conference on the concepts used, theoretical development, and statistical analysis of the 
study. 
   





Institutional flaws, Budgetary Practices and Organizational 
Performance: An Empirical Study  
Abstract  
This study examines how confusion and uncertainties arising from institutional flaws influence 
organizational performances. More specifically, this study investigates the moderating effects 
of institutional influences on the relationship between municipal budgetary practices and 
performances. This study applies a mixed methodology approach for investigating how 
budgetary practices are moderated by institutional procedures and financial restrictions of 
controlling authorities. Using quantitative data from 93 municipalities in Bangladesh, the study 
first examines the hypothesized relationships between budgetary practices, institutional 
influences and municipal performances which are then followed by a qualitative analysis to 
provide more in-depth understanding on the influences of institutional processes through which 
municipalities operate. Empirical evidence from a quantitative line of enquiry support the 
significant (insignificant) moderating effect of institutional influences on the relationship 
between municipal annual budgetary practices and budgetary solvency (multiyear budgetary 
practices and service level solvency) as hypothesized in the study. Qualitative findings further 
corroborated how institutional impreciseness moderates municipal weak annual budgetary 
practices to remain solvent for their continued existence and shed more light on why multiyear 
budgetary practices suffer from weaknesses thus provide better explanations on how 
municipalities in Bangladesh despite having weaknesses in their budgetary practices continue 
to exist at the expanse of their service level solvency. Theoretically, this study explains the 
complex relations between budgetary practices, institutional influences and organisational 
performance in local government organisations from a developing country perspective. 
Keyword: Annual budgetary practices, multiyear budgetary practices, budgetary solvency, 
service level solvency, institutional influence, local government. 
Introduction  
Local government organisations face a dynamic environment characterised by demographic 
changes, local business cycle fluctuations, and an increase in service demands (Hendrick 2011, 
Kloha et al. 2005a, 2005b) where they find it difficult to maintain and provide services due to 
limited resources (Wolkoff 1987, Douglas and Gaddie 2002, Hou 2003). Compared to their 
counterparts in developed countries, local government organisations in developing countries 
face more structural constraints, not least an institutional environment which restricts their 
ability to function in a dynamic environment for delivering services. Such an environment is 
characterised by limited fiscal and administrative autonomy (Fox and Menon 2008, Yilmaz et 
al. 2010) and chronic fiscal inadequacy (Siddiqui 2005). Moreover, due to fragmented and 
poorly designed decentralization reforms local governments in many developing countries 
(Shah 2006) face institutional environments which are imprecise and create confusion among 
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local government organisations. Such an environment facilitates institutional interference in all 
aspects of organisational processes and decision making (Shah 2006; Yilmaz et al. 2010).  
Local government organisations in developing countries need to balance their budget 
parameters within their fiscal policy space, which is wedged by institutional factors. Municipal 
budgetary practices in such contexts are significantly affected by institutional influence, which 
in turn affect various municipal performances such as budgetary and service level solvencies 
(Hendrick 2011). In general, the institutional environment of local government organisations 
is categorised by government rules, regulations, and organizational norms and practices. It will 
be argued here that such rules and regulations are either improperly structured creating 
confusion or they are not adequately adhered which creates an atmosphere of political 
manipulation and cliental behaviour. It is therefore necessary to examine how municipal 
management in the face of these challenges make budgetary decisions (Fölscher 2007) and 
generate financial capacity for maintaining financial sustainability measured by budgetary and 
service level solvencies (Bowman 2011). Unfortunately, there is a paucity of research in this 
area of public financial management. This research uses a mixed method to determine (1) 
whether a local government’s institutional factors significantly moderates its key budgetary 
practices such as annual and multiyear budgets which in turns influence its organisational 
performance, and (2) whether institutional impreciseness creates an atmosphere of confusion 
leading institutional interference in organisational decision making and resource allocation 
processes including the budgetary practices. These two research objectives are complementary 
as they aim to provide a holistic picture of the budgetary processes, which highlights ‘how’ 
and ‘why’ questions.  
The use of budget as a management control system is widespread in all organizations (Ekholm 
and Wallin 2000; Merchant and Van der Stede 2003). This ubiquitous management practices 
have extensively been studied in the past with a primary focus on performance evaluation; as 
a result, extant literature failed to pay adequate attention on the other uses of budgets in 
organization (Hansen and Van der Stede 2003). Interest on studying the linkage between 
budgets and organizational operational and strategic planning is increasing since researchers 
emphasize such linkage in improving traditional budgeting processes (Amans, Mazars-
Chapelon, and Villesèque-Dubus 2015, Hansen and Van der Stede 2003, Hansen et al. 2003). 
In management accounting literature, the uses of budget are categorized into two broad groups; 
viz, instruentmental driven by technical and rational forces, and symbolic guided by cultural 
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and institutional forces (Amans et al. 2015). This study extends this stream of budgetary control 
research by investigating the impacts of central government influences on the linkage beween 
budgets in terms of short term annual and long term multiyear budgets with their corresponding 
resultant outcomes, viz., budgetary solvency and service level solvency in the context of 
municipalities.  
This research is conducted in Bangladesh where local government organisations like in other 
comparable developing countries (Yilmaz et al. 2010) have limited financial power and enjoy 
limited fiscal autonomy (Fox and Menon 2008). They persistently suffer from inadequate 
financial resources (Siddiqui 2005) and are dependent on intergovernmental transfers (Freire 
and Garzόn 2014, Fox and Menon 2008) rather than depending on their own source revenues 
to finance their operations (Yilmaz and Venugopal 2013). The central policy makers exert 
significant influence in deciding municipal revenue, expenditure and service provisions 
(Bhattacharya et al. 2014). Municipalities in Bangladesh are also less autonomous in managing 
their human resources (Islam 2013) since central administrative authorities often dictate the 
appointment of CEO and other key officials. This feature of weak organizational autonomy, 
although non-existent in self-governed local governments in developed countries, is quite 
rampant in many developing nations (Yilmaz et al. 2010). Municipal organizations operating 
in such contextual environment adopt various tactics to address external actors which have 
implications for their budgetary solvency and service offerings.  
This study makes useful contributions to the public sector management accounting literature 
by investigating the unexplored linkage between budgetary practices and local governments’ 
performance specifically in the context of developing countries where such organizations 
operate under imprecise institutional directives. First, while shedding light on the causal 
mechanism on how budgetary practices contribute to achieve organizational performance 
measured in terms of budgetary and service level solvencies, this study argues that prior studies 
failed to capture institutional influences on this causal relationship. While past studies on 
institutional theory suggest adherence to external rules and norms enhances organizational 
stability, legitimacy and access to resources (Ball and Craig, 2010); this study advances further 
by arguing that if such rules and norms are not congruent with targeted organizations’ 
management practices, their performances may be affected. Second, application of a mixed 
methodology is another contributing feature of this study given the novelty of its research 
questions which involve both measuring variables to test hypotheses and shedding more light 
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on unanswered questions about the studied variables within the organizational context that the 
quantitative data failed to capture. Combining the results from both methods provides a better 
understanding of the key municipal budgetary practices. Finally, this study provides empirical 
evidences on how institutional influences moderate the relationship between budgetary 
practices and municipal performance from a developing country’s context, an area which has 
been paid insignificant attention in the extant literature.     
The remainder of this study is structured as follows. The next section outlines the conceptual 
and theoretical framework leading to the development of research hypotheses. The section 
thereafter details the research methodology and data collection processes, followed by the 
presentation and analysis of results. The empirical findings are discussed in section five, which 
is followed by conclusion drawn in the final section outlining the research’s practical 
implications, future direction and limitations.  
Theoretical framework  
Municipal organisations in developing countries are commonly believed to operate under 
limited institutional capacity (Mimba et al. 2013). Irrespective of their levels of organisational 
devolution from controlling agencies, which ranges from centralization to complete 
decentralization, most local government organisations in developing countries face both direct 
and indirect interferences from their controlling authorities. Therefore, municipal budgetary 
practices in such contexts are significantly affected by institutional factors, which in turn affect 
organisational performance, such as, budgetary and service level solvencies (Hendrick 2011).  
This paper uses the institutional theory framework for understanding the impacts of central 
government influences on the budgetary practices in Bangladeshi local government 
organisations. Institutional theory provides an appropriate theoretical lens through which we 
can analyse how such centrally imposed controls influence the budgetary practices of local 
governments. Management accounting researchers have been using institutional theory to 
explain the differences in management accounting practices over the past few decades (Amans 
et a. 2015, Geiger and Ittner 1996, Hoque and Hooper 1997). These researches share the basic 
postulate of institutional theory that “organizations gain legitimacy by conforming to external 
expectations while separating their internal activities from externally-focused symbolic 
systems” (Abernethy and Chua 1996, Geiger and Ittner 1996, Lowe 2000, Modell 2001). 
Organizations tend to adopt similar structures, practices and processes through institutional 
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forces that are ‘coercive’, ‘mimetic’ and ‘normative’ in nature. While coercive isomorphism 
forces subordinate organisations to adopt institutional rules and structures, organisations adopt 
mimetic isomorphism to copy other organisations to reduce uncertainty. Equally, organisations 
adopt normative isomorphism as these practices are seen as superior practices. By conforming 
to the norms of the external environment, organisations can increase their legitimacy and 
political power, which ultimately helps them to access resources and enhances organisational 
survival (DiMaggio and Powell 1983).   
Researchers focusing on institutional theory argue that such coercing pressure is more severe 
for organizations in government sector (Gupta et al. 1994; Abernathy and Chua 1995, Geiger 
and Ittner 1997). When local governments depend on central government financial support for 
carrying out their activities, conforming to centrally imposed controls is seen essential for 
maintaining their legitimacy and thereby strengthening support and securing continued 
financial assistance (Gupta et al. 1994). Local governments operating in such institutional 
environment are likely to show little resistance in carrying out their budgetary practices in 
compliance with central governments’ requirements. Such symbolic and ceremonial use of 
budgets (Meyer and Rowan 1977) however will bear little correspondence with organizations’ 
operational realities and performances (Hoque and Hooper 1997, Scott 1987). Controlling 
agencies also view local government organisations as subordinate bodies through which they 
implement centrally designed policies and plans (Islam 2013). Consequently, controlling 
agencies in many developing countries retain their control over local governments by applying 
various administrative techniques and legal mechanisms (Yilmaz et al. 2010). Budgetary 
processes practiced in such contexts will not assist governments in decision-making, planning 
and controlling to achieve aggregate fiscal discipline, allocative effectiveness and operational 
efficiency (Schick 1998, Von Hagen 1998).  
Institutional theory explains the ways in which an organization is coerced to comply with the 
rules and regulations of its controlling organization (Hoque and Hooper 1997). Institutional 
influence in local government organisations can also be seen from devolution perspectives. 
When organisations enjoy relative decentralisations with control on their own activities they 
can follow either mimetic or normative isomorphism to conform to overall institutional 
environment. By blending institutional theory with the control typology of Dollery et al. 
(2009), this paper develops a theoretical framework to understand the institutional influences 
on local government budgetary practices and performances. Within their four categories of 
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local government control, rescue and autonomy models are more appropriate where such 
organisations enjoy relative autonomy from central controlling institutions (Dollery et al. 
2009). The autonomy model, which essentially translates the Berman’s (2003) home rule 
approach, is applicable for entirely devolved local governments which are not subject to any 
central interventions rather they enjoy all freedom to work out their own problems (Berman 
2003, Dollery et al. 2009). Such a model has less practical significance as Dollery et al. (2003) 
argue that virtually no subnational governments operate without the interventions of their upper 
level counterparts. The rescue model on the other hand is closely related to Berman’s (2003) 
reactive model which is based on the “norm that local governments should conduct their own 
affairs and devise solutions to their own problems” rather than looking for externally imposed 
remedial actions (Berman 2003, Dollery et al. 2009). Even though local government 
organisations enjoy autonomy, they are still expected to adopt ‘vocabularies of structure’ 
(Meyer and Rowan 1977) to conform overall cognitive beliefs prevailing within their 
institutional environment.  
Fragmented and poorly designed decentralization reforms in developing countries create an 
environment where municipalities suffer from lack of adequate autonomy, capacity and 
resources (Shah 2006; Yilmaz et al. 2010), and operate under the strict control of their upper 
level governments (Shah 2006; Yilmaz et al. 2010). Furthermore, partial decentralization often 
leads to wider difference between expenditure responsibilities and revenue capacities of 
municipal organizations which make them increasingly dependent on central government for 
financial resources (Bahl and Linn, 1992; Bird and Smart, 2002; Bird and Tarasov, 2004). The 
subsequent two models of Dollery et al. (2009) are more applicable where local government 
organisations do not enjoy full autonomy. The control model of Dollery et al. (2009) represents 
the restrictive version of Berman (2003) proactive approach, which virtually employs the whole 
gamut of administrative control techniques including reports, inspections, advice, grants, 
approval and review. Under this model, central agency responsible for local governments 
constantly and closely monitors their behaviour with the pessimistic assumption that they will 
fail in absence of outside threat or continuous monitoring (Berman, 2003). The prevention 
model on the other hand although allows local government oversight organizations to apply 
highly proactive interventionist measures, the degree of prescription is significantly lower; for 
example, central agency may not directly engage in fixing property taxes but still prescribe the 
frequency of property assessment as well as method of rating (Dollery et al. 2009). The purpose 
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of this control according to them is “to closely and proactively oversee the conduct of local 
councils and intervene vigorously if the need arises” (Dollery et al. 2009). In contrast to control 
model, the prevention model does not apply stricter regulations so that local governments enjoy 
a degree of “local choice” and do not perform like de facto government agencies (Dollery et 
al. 2009). Local government organisations with limited devolution are expected to face control 
model of institutional interference as their internal processes are also subject to institutional 
control. 
The control model of institution interference is similar to coercive isomorphism which is more 
applicable for local governments in developing countries since such organizations operate 
under strict controls of upper level governments. They are not only subject to centrally 
promulgated tight rules and regulations but also dependent on central government transfers to 
carry out their functions (Bahl and Linn 1992, Bird and Smart 2002, Bird and Tarasov 2004, 
Shah 2006, Yilmaz et al. 2010). In recent years, researchers have set a new direction to study 
the heterogeneity and diversity of practices in management accounting and control practices 
(Lounsbury 2008). Such an approach is useful as the traditional ways of viewing intuitional 
theory downplays contradictions, organisational conflicts and the role-played by key 
individuals (Cruz et al. 2009, Greenwood and Hinings 1996, Lounsbury 2008, Mizruchi and 
Fein 1999, Suddaby 2010). Likewise, such practices can also be relevant to explain certain 
organisational behaviour in local government organisations. The institutional insufficiency and 
clientelistic attitude along with dysfunctional democracy, low skilled and ill paid bureaucracy 
provide managers with little opportunity to develop budgets (Simson and Welham 2014) 
serving the interest of only powerful stakeholders rather than the organization as a whole 
(Alawattage et al. 2007). 
Empirical Model 
The following four equations represent the models that are used for the quantitative ananysis 
to test the hypotheses proposed in the study:  
Y = αY + βABPABP + ey.      (1) 
Y = αY1 + βABPABP + βABPxCGIABPxCGI + ey1.   (2) 
Y1 = αY2 + βMBPMBP + ey2.      (3) 
Y1 = αY3 + βMBPMBP + βMBPxCGIMBPxCGI + ey3.   (4) 
where Y = Budgetary Solvency, ABP = Annual Budgetary Practices, CGI = Central 
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Government Influences, Y1 = Service Level Solvency, and MBP = Multiyear Budgetary 
Practices; βABP, βABPxCGI, βMBP, and βMBPxCGI are estimated regression coefficients; αY, αY1, αY2 
and αY3 are regression intercepts; and ey, ey1, ey2 and ey3 are errors in estimations. 
Research Hypotheses and Questions 
Budgetary practices in local government organisations are about how municipal managements 
develop and carry out annual operating budget in commensuration with organizational 
objectives through multi-year budgetary framework (Hansen and Mowen 2007, Blumentritt 
2008, Tennet 2008, Zamfir 2015). A combination of two sets of research hypotheses and 
questions involving both the process and outcome of the main budgets will be developed to 
understand how budgets operate in municipal organisations. Both sets as argued later are 
complementary to each other and provide a complete picture of the budgetary practices.  
The first set of research questions relates to determine the effects of institutional influences on 
the relationship between the key local government budgets and achieve organisational 
performances. The key budgets considered here are annual operating and multi-year budgets; 
while the former has been proved to be effective at controlling spending and managing 
financial operations, the latter reinforces financial planning by extending the perspective of 
budgeting from a single year to a longer time frame (Hou 2006). The annual budgeting process 
in local governments in developing countries is influenced by a number of factors: inadequate 
revenue and expenditure autonomy (Yilmaz at el. 2010), technical and administrative 
incapability (Diamond and Khemani 2006), structural and vertical imbalance, and competitions 
for resources not for results (Morrell and Kopanyi 2014). Consequently unreliable and untimely 
revenue and expenditure data used in budget planning, monitoring, controlling, and reporting 
which seriously undermine operating budget practices (Diamond and Khemani 2006) resulting 
in shortage of fund for carrying out all the stipulated operating activities from own source 
revenue (Bhattacharya et al. 2014, Morrell and Kopanyi 2014). Furthermore, municipalities are 
also subjected to planning and balancing their annual budgets (Bhattacharya at el. 2014, 
Morrell and Kopanyi 2014, Von Hagen 2007). The institutionally enforced regulation induces 
local governments to balance their annual budgets by cutting budgeted expenditure (Morrell 
and Kopanyi 2014, Strauch 1998) which helps them to achieve budgetary solvency (Jacob and 
Hendrick 2013).  
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The traditional annual budgeting is unable to cope with a continuous and dynamic flow of 
activities, for which multiyear budgeting drew the attention of scholars (Boex, Martinez-
Vazquez, and McNac 2000 Fisher 1997, Forrester 1991). The focus of multiyear budgetary 
process is on maintaining structural balance and sustaining fiscal position for an extended 
period (Hou 2006, Schick 2005). Fiscal sustainability is more than projecting future, as it 
requires adequate appreciation of policy changes and appropriate budget tool to capture those 
changes (Schick 2005). Although multiyear budgetary practices are extensively practiced in 
developed countries, such practices are currently being experimented in many transitional and 
developing countries (Boex et al. 2000). Since multiyear budgeting practices are still evolving 
(Schick 2005) they are not subject to rules and regulations specifically in transitional and 
developing countries. Nevertheless, a systematic review of expenditure priorities and 
commitments under a multiyear framework assists governments to evaluate compatibility of 
current policies and maintain continuity in budgets (Boex et al. 2000). Therefore, by focusing 
governments’ attention on balancing actual spending with anticipated spending obligations and 
revenue collected with available revenue, multiyear budgetary practices contributes to service 
level solvency (Hendrick 2011). 
Based on the above discussion it is expected that in developing country context central 
government influence (CGI) will have significant moderating impacts on annual budgetary 
practices, which in turn will contribute to maintain budgetary solvency. Moreover, since multi-
year budgeting is still not a regular practice in local governments in developing countries, it is 
anticipated that such budgetary practice is less influenced by CGI. Consequently, their budget 
policies are not compatible with their anticipated policy objectives, which will undermine their 
service solvencies. Therefore, the following two hypotheses are proposed: 
Hypothesis (H1): Annual budgetary practices will positively be related to 
municipal budgetary solvency due to the moderating effect of institutional 
influence. 
Hypothesis (H2): Institutional influence will have insignificant moderating 
effect on the relation between municipal multiyear budgetary practices and 
service level solvency.  
The second set of research questions are designed to complement the first set of research 
hypotheses and intend to provide more in-depth understanding of organisational processes 
through which these main budgets operate. Perceiving the outcomes of the interaction of 
budgeting practices with solvency dimensions of municipal financial condition is explicitly 
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linked with the understanding of how budgetary practices about fiscal structure interplay with 
fiscal policy space (Jacob and Hendrick 2013, Schick 2009). Municipal budgetary practices are 
significantly affected by institutional influence as they face many restrictions and are 
dependent on central government budgetary allocation for carrying out organisational activities 
(Hendrick 2011, Morrell and Kopanyi 2014). However, it will be argued here that due to 
institutional interference, preparation of annual operating and multi-year budgets become 
difficult and this leads to tenuous relationship with the achievement of budget objectives. Such 
budget objectives are often achieved through financial support from controlling agencies. 
While the research hypotheses will provide some direct answers as to whether there are 
relationships between key municipal budgets and organisational performance measured by  
operating and service solvencies, the following research questions will provide contexts where 
these key budgets are designed and implemented.  
Research question 1: How different municipal budgets are prepared within 
their institutional setting? 
Research question 2: How institutional flaws influence assumptions and 
implementation of annual and multi-year budgets? 
Methodology  
Context of Research 
Municipal organisations in Bangladesh are established by the national constitution (LGED, 
2015). Activities of these organisations are guided by a separate legislation known as the Local 
Government (Municipalities) Act, 2009 (herein after LGA, 2009), which prescribes their roles 
and responsibilities (Panday, 2006; LGED, 2015). Municipal organisations are responsible for 
delivering various services such as, waste disposal, road communication management, traffic 
management planning, and street lighting. They are also responsible for infrastructural support 
and other social roles as prescribed by their controlling authorities. These can range from public 
health to promotion activities such as relief programs, food-for-work programs.  
Like in many other developing countries, municipalities in Bangladesh mostly depend on 
central government transfers for their budgeted revenues; therefore, they carry out their budgets 
largely by adhering to the imposed rules and regulations of the central government. The result 
of such legal requirements is that municipal budgetary processes in Bangladesh are subjected 
to the significant guidelines, constraints and control from the central government. Such control 
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frameworks take the form of institutional details of municipal structure and procedures, 
responsibilities and functions, financing etc. under the LGA, 2009; regulatory interpretations 
by the Municipal Budget (Formulation and Approval) Rules, 1999; and various administrative 
procedures.  
Method 
This study employs a mixed methodology to delve into the research hypotheses and questions 
(Molina-Azorin 2012, Molina-Azorin et al. 2017, Ivankova et al. 2006, Green et al. 1989). 
Green et al. (1989) define mixed method approaches as ‘those that include at least one 
quantitative method (designed to collect numbers), and one qualitative method (designed to 
collect words)’. Mixed method approach to data collection helps to reduce coverage errors and 
provides a balanced assessment as different method corroborate one another to enhance validity 
of research findings (Dillman 2014). Even though there are different approaches of mixed 
method of data collection and analysis, this paper uses complementary mixed method where 
quantitative data collection is followed by qualitative method. In circumstances of new areas 
of social research where conceptual framework and instruments for the measurement of 
variables are less developed, researchers adopt quantitative studies to develop research 
hypothesis and develop measurement of variables before undertaking a cross sectional studies 
for validating the concepts and measurements from the qualitative study (Lilford and 
Braunholtz 2003, De Ruyter and Scholl 1998). As shown in Figure 5-2 qualitative data for this 
study is collected in a post-hoc way to explain the quantitative finding (Gibson et al. 2002). 
Quantitative findings alone will leave many unanswered questions which can be illuminated 
by subsequent qualitative data to explain the quantitative findings. 
Quantitative study  Qualitative study  Interpretations 
Collecting data on 
annual and multiyear 
budgetary practices, 
and central government 
influences to test the 
hypotheses 




to shed more 
information 
 Combining the results 
from both methods to 
have a better 
understanding of the key 
municipal budgetary 
practices 
Figure 5-2: Explanatory sequential mixed method to investigate quantitative and qualitative data. 
The study uses a survey based quantitative study to examine the hypothesized relationships 
among institutional influences, budgetary practices and performance measured in terms of their 
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contribution to organisational solvencies The study then carries out a set of interviews with a 
selection of local government managers to understand how the key budgets are prepared and 
executed within the existing local government institutional environment. The use of this ‘data-
triangulation’ through a mixture of quantitative data collected from archival documents and 
questionnaires and qualitative data derived from interviews was suitable for this study since 
such a methodology helps to generate a rich source of data with internal checks on its validity 
(Hoque and Hooper 1997). Collecting of both quantitative and qualitative data from survey and 
case studies was commenced once approval from research ethics committee of the university 
was received.  
Quantitative data collection 
A survey was carried out to measure the budgetary practice and central government influence 
variables from the questionnaire responses from municipal organizations. Only the secretaries 
were selected as the respondents of municipal organizations since they hold administrative 
positions and have direct access to the information required to respond to the questionnaires. 
This assisted to minimize bias as Seidler (1974) recommended the following guidelines in 
selecting respondents to counteract bias for organizational research: (i) selecting a balanced set 
of informants, (ii) standardizing the informants by selecting staff of the same position, and (iii) 
selecting informants having direct access to required information. The questionnaires were then 
sent to respondents along with a covering letter explaining the purpose of the research and the 
process of responding to the questionnaire. After three weeks a reminder was sent followed by 
a second reminder sent after four weeks from the initial administration of the questionnaire. 
Usable responses were received from 93 municipal organizations which was about 29.25% of 
the total population. On average, respondents had been working for 16 years in this position 
(median 14 years) and have been posted in the current municipalities for 9 years (median 7 
years). This indicates the respondents are aware of their organizational functions.  
The dependent variables, budgetary and service level solvencies, were then measured for those 
93 municipalities from the financial data collected from the archival documents from 
municipalities in Bangladesh. With the assistance of Local Government Division, Ministry of 
Local Government, and Rural Development and Cooperatives, financial data for those 93 
municipalities were collected for 2014-15 financial year. An analysis of the responses of early 
and late 30% respondents along the key concepts of the study failed to identify any significant 
difference. This confirms non-response bias is not a major issue in using the data for statistical 
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analysis (Oppenheim, 1966), Upon confirming the validity of quantitative data, the 
hypothesized relationships were examined between annual budgetary practices, central 
government influences and budgetary solvency, and multiyear budgetary practices and service 
level solvency by measuring the OLS regression coefficients for each of the relationships using 
PROCES macro (Hays 2013) by integrating it into SPSS. 
Variable measurement 
Municipal solvencies 
As suggested by Wang et al. (2007) the two solvency levels - viz., budgetary solvency and 
service level solvency - can best be represented by their corresponding index. These variables 
therefore were measured by developing an index for each of them according to the 
methodology of OECD (2008). Following Wang et al. (2007) each of these two levels of 
solvency is measured using indicators as described Table 5-1. 





· (total revenue – special allocation fund)/ (total expenditure – capital 
expenditure) 
· (total revenue – special allocation fund)/employee expenditure; and  
· (total revenue – special allocation fund)/total expenditure.  
All ratios compare municipal yearly expenses with corresponding revenues; 
therefore, values over 1 indicate municipal revenues are sufficient to cover 




· Total taxes/population; 
· Total revenues/population; and  
· Total expenses/population.  
As explained, the higher the value of these ratios, the better will be the 
municipal service level solvency. 
The values of indicators for each solvency level are normalized by using the formula (Actual 
value – Minimum value)/ (Maximum value – Minimum value) (OECD 2008). The normalized 
values of indicators are then aggregated using weighted average method (OECD 2008) to 
determine solvency level indices (Wang et al. 2007). The weights of the indicators are 
determined using principal component analysis (OECD 2008). 
Budgetary practices 
As stated municipal budgetary practices are defined as how municipal management develop 
and carry out their annual operating and multi-year budget. Following Hansen and Mowen 
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(2007), Blumentritt (2008), Tennet (2008), Zamfir (2015), budgetary practices were 
operationalized as the process of linking budgets with plans, setting budget goals, using budgets 
for guiding municipal resources and staff efforts. The instruments developed by Kenis (1979), 
Qi (2010) and Hoque and Hopper (1997) were used with necessary modification, deletion and 
addition of items to fit these instruments with the scope and context of the study. Each of the 
two budgetary practices was measured by items indicating municipal organizations’ emphasis 
in budgetary process on budget planning, budgetary goal setting and budgetary control guiding 
the utilizations of resources and staffs efforts. Accordingly, the respondents were asked to what 
extent they agree or disagree with each of eight statements about municipal budgetary 
processes on a seven-point Likert-scale ranging from (1) ‘strongly disagree’ to (7) ‘strongly 
agree’. The items and the data on construct validity and reliability for the budgetary practices 
are shown in Table 5-5 in Appendix-5.1.  
Institutional influences 
Institutional influences are operationalized in terms of the influences of the central government 
(CGI) through various rules, regulations and administrative procedures and norms. Such 
influence is measured with six items asking the respondents to rate the extent to which 
municipal budgetary process is influenced by the activities of central government. For the 
purpose of this study, these six items were developed indicating the extent to which central 
government rules, regulations, and organizational norms and practices affect municipal 
budgetary practices to control or regulate budgetary outcomes. Accordingly, the respondents 
were asked to what extent they agree or disagree with six statements about CGI and attached 
to each of the items a seven-point Likert-scale ranging from (1) ‘strongly disagree’ to (7) 
‘strongly agree’. The items and the data on construct validity and reliability for the CGI are 
shown in Table 5-5 in Appendix-5.1.  
Qualitative data collection: 
The qualitative data collection process was started with the selection of relevant interviewees 
which include municipal secretaries, accounts officers, engineers, and a number of mayors and 
councillors (Table 5-6 in Appendix-5.2). They were selected to get a representative picture of 
municipal budgetary practices and their consequences. In total twenty interviews were 
conducted with an estimated duration for each one of about an hour. Interviews were preceded 
by the distribution of two information sheets, one was about the study and the other was about 
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their rights and confidentiality issues. Interviews were conversational with open-ended 
questions and were started with a general question like a description of each interviewee’s role 
in the organizational description, changes, operating and ethical issues; however, probing 
questions were asked to get a better understanding the meaning and implications (McKinnon 
1988). Interviews were recorded as per the ethical guidelines assuring participants’ anonymity 
and confidentiality, and were transcribed which were than analysed using Nvivo by careful 
reading and re-reading the interview transcripts to locate big picture and categories and identify 
patterns among categories. For that purpose, the transcripts were imported to Nvivo which 
helped to categorise it into open coding for labelling and grouping. The overall data analysis 
process was guided by the prescription of inductive approach to allow different concepts to 
emerge from interview data (Thomas 2006). 
Empirical Results 
Quantitative results  
Descriptive statistics and correlations   
Table 5-2 presents descriptive statistics of all variables under the study. The composite scale 
scores for Annual Budgetary Practices (ABP), Multiyear Budgetary Practices (MBP) and 
Central Government Influence (CGI) are skewed positively; however, none of their skewness 
values exceeded the acceptable limit of ± 2 (Gravetter and Willena 2014). The budgetary 
solvency (BS) and service level solvency (SLS) variables on the other hand are however 
skewed in a slightly positive way. On the other hand, the Kurtosis value for ABP, MBP and 
CGI are negative but within the acceptable limit; however, BS and SLS have positive Kurtosis 
value but above the acceptable limit. The relatively high standard deviation values for each of 
the variables suggest adequate variability in the data for carrying out further analysis. 
Table 5-2: Descriptive Statistics of variables used in regression analysis 
Variables Mean Median Skewness Kurtosis Min. Max. SD 
ABP 2.823 2.625 0.360 -0.630 1.500 4.625 0.724 
MBP 2.065 2.000 0.209 -0.535 1.000 3.250 0.506 
BS 0.192 0.164 2.78 11.961 0.899 1.000 0.1462 
SLS 0.208 0.168 2.194 8.262 0.005 0.945 0.138 
CGI 5.828 5.833 0.121 -1.162 4.833 6.833 0.591 
N = 93; SD = standard deviation; Min. = minimum value; Max. = maximum value. 
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As for correlations between variables associated with testing hypotheses, ABP is found to be 
insignificantly and negatively correlated with BS (r = -0.047) but significantly with CGI (r = -
0.415, p<0.01). MBP on the other hand is positively correlated with Service Level Solvency 
(SLS) (r = 0.284, p < 0.01). Such a correlation pattern among variables of interest apparently 
provides support for the hypotheses proposed in the study. However, further analysis was 
carried out to examine separately each of the two hypothesized relationships.   
Table 5-3: OLS regression results 
Variables  Model 1 Model 2 Model 3 Model 4 
  β t β t β t β t 
ABP  -0.05 -0.45ns       
MBP    0.284 2.826**     
          




MBP x CGI        -0.038 -0.818 
F   0.203  7.986**  
14.519*
* 
 3.857*  
R2  0.002  0.071  0.329  0.115  
N = 93; a = without moderation; b = with moderation * = indicates statistical significance at the 0.05 
level; ** = indicates statistical significance at the 0.01 level ns = indicate not significant.  
Regression results for hypotheses testing 
The results of regression analysis of the four models are reported in Table 5-3 which shows 
the standardized coefficient between ABP and BS (model 1) is insignificant (β = -0.05, t = -
0.45ns). This result indicates ABP does not have influence municipal BS in Bangladesh. 
However, after taking into account the moderating effect of CGI on ABP, the regression 
coefficient between the interacting variable ABP X CGI and BS from model 3 is found to be 
positive and significant (β = 0.1647, t = 4.947, p<0.01). The findings from model 1 and 3 
provide support for hypotheses 1 predicting annual budgetary practices will positively and 
significantly be related to municipal budgetary solvency due to the moderating effect of CGI.  
The quantitative evidence from model 2 suggests that municipal multiyear budgetary practice 
(MBP) is positively and significantly related to service level solvency (SLS) (β = 0.284, t = 
2.826, p<0.01).  This suggests MBP has significant influence on municipal SLS in Bangladesh. 
However, such relationship is not moderated by the central government influence as the 
regression coefficient between the interactive variable MBPxCGI found from model 4 is 
negative and insignificant (β = -0.038, t = -0.818, p = ns). Therefore, the findings from model 
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2 and 4 provide support for hypothesis 2 predicting insignificant moderating effect of central 
government influence on the positive and significant relation between municipal multiyear 
budgetary practice and its service level solvency.  
Qualitative results 
Qualitative findings suggest that budgeting in Bangladeshi municipalities suffer from 
significant weaknesses created by institutional flaws which implicate organizational practices 
including budgetary process. Effective budgeting requires a number of prerequisites, not least 
organisational capacity to generate and allocates resources to achieve organisational objectives. 
This is however not the case in municipalities in Bangladesh where significant uncertainty exist 
because of institutional complexities. As revealed from qualitative findings the budgetary 
practices suffer from unrealistic revenue estimations, extra budgetary expenditures, and lack 
of budget disciplines.  
Municipal institutional environment   
Municipal organisations are empowered by the Local Government Act to derive their resources 
through the assessment and levy of taxes. Article 100 of the Act details their jurisdictions for 
collecting revenues from taxes, leasing of Bazaars, water bodies, etc. Nevertheless, they do not 
receive the total resources generated from their entitled sources. Empirical evidence suggests 
that even though municipal organisations are independent self-governing organisations the 
controlling authorities influence their activities. A manager commented, ‘various government 
departments influence our activities by administrative orders which we cannot refuse’.  
The municipal organisations in developing countries operate within an institutional 
environment which operates differently as compared to their counterparts in developed 
countries (Yilmaz et al. 2010). Consequently, these organisations suffer from problems 
stemming from impreciseness of institutional arrangements. The sharing of local taxes is 
complicated. Even though they can generate resources through local taxes they are not entitled 
to receive the total resources, it is shared between national government and municipal 
organisations. Like in many other developing countries, municipalities in Bangladesh mostly 
depend on central government transfers which form a major part of the budgeted revenues; 
therefore, they carry out their budgets largely by adhering central government procedures. Due 
to the intervention of central government, budgeting has become a routine procedure as 
explained in the following statement made by interviewee I:  
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“We prepare budget to comply with central government requirements. Our budgetary 
process is mostly a routine procedure since in majority cases we just follow the steps 
enumerated in budget rules promulgated by the central government. These rules spell 
out budget formats, items of both revenues and expenditures, general directions for 
undertaking expenditure, budget approval procedure, and others. We have no options 
but to follow these rules to avoid serious consequences.” 
Lack of adequate financial resources and severe dependence on intergovernmental transfers 
(Fox and Menon 2008) pose significant restriction to municipal capacity to respond to local 
conditions by having clear understanding of their revenue and expenditure outlook and 
challenges, formulating credible fiscal strategy, and implementing the strategy through budget 
to achieve desired results. Moreover, there is generally a lack of capacity in municipalities to 
make projections of revenues and expenditures in medium-term. Consequently, the 
management of the municipalities in Bangladesh do not have information about their current 
as well as future financial position and are unable to develop realistic budgets. Lack of 
understanding on current as well as future revenue and expenditure projections suggest that 
municipalities cannot develop their budgetary processes following clearly devised strategies.   
Existing regulatory framework is not explicit about the requirement of municipal authorities to 
undertake their activities following strategies linked to their long-term objectives. Due to lack 
of long term vision, municipalities prepare budget on yearly basis and allocate resources mostly 
on recurring expenditure and showcase projects (if there is any money left) without taking 
constituents’ actual service demands into considerations. They adopt unrealistic budgets that 
they can never implement. As interviewee E commented: 
“We were not sure of the amount of revenue that we were going to raise from our own 
sources and receive from the central government. We prepared budget on higher 
expectation but could never raise budgeted revenue. Therefore, we always failed to 
fulfil the commitments that we made in our budget.” 
Budgetary practices under such context significantly weaken municipal operational efficiency 
since they could not compare the actual outputs to targets because setting budgeted output in 
advance was difficult. Getting the budgeted resources becomes more important for 
municipalities than achieving results.  
Mayors being the elected leaders dominate the budgetary goal setting processes and they tend 
to raise income and expenditure estimates for both operating and development activities to 
make bigger budgets to gain political supports. Such unrealistic budgetary goals fail to motivate 
employees to implement budget as planned. Additionally, political factors like political leaders’ 
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clientelistic behaviour to favour their political supporters and well-wishers also hinder budget 
implementation. This is reflected in the following quote of interviewee L: 
“Tax collection in our municipality is not very efficient due to not providing adequate 
services to citizen, clientelism of elected mayor and councillors to favour the tax 
payers. Moreover, employees are also demotivated because of the budget targets 
which have little relevance with realities.” 
Institutional influence and budget preparation  
Unrealistic budget assumptions 
The major deficiency in municipal budgeting has been the unrealistic revenue and expenditure 
target, which affects different budgets such as annual and multi-year budgets. The revenue and 
expenditure anticipated in the these budget bear little correspondence with realities which 
posed serious difficulty in timely realizing the incomes and incurring the expenditure as 
planned in the budget. Such unrealistic budgetary goals along with poor quality and inadequate 
services highly demotivated staff. The revenue sources for local government organisations, 
which is mostly through local taxes, are implicated with institutional setting. The estimation of 
revenues from taxes is difficult for two reasons. Firstly, taxes are levied on landowners on land 
values. There is a problem to identify the current owners, as these lands are not properly 
documented when these lands are shared and inherited in a family. Most councils do not have 
resources to sort this out as other government agencies are involved. Moreover, most of these 
lands are not valued at current market price, which has implications for revenue estimation for 
budget purposes. Secondly, sharing of local taxes is complicated. Even though local 
government organisations generate resources through local taxes they are not entitled to receive 
the total resources, it is shared between national government, development funds, and 
municipal organisations. While the revenue estimates from own sources were considered to be 
difficult  because of  failing to update property valuation at regular interval due to lack of 
institutional capacity and political influence such estimates also did not reflect real situation. 
This is reflected in the comment of interviewee K:  
 “We have model tax schedule for determining our own source revenues. Although the 
schedule detailed the rates, fees or charges to be imposed upon various source within 
municipal geographical areas, its implementation requires updating of property 
values at regular interval. However, we do not have enough skilled manpower to carry 
out this function regularly. Moreover, elected political leaders sometimes influence 
the valuation process.” 
194 
 
Expenditure estimates on the contrary were made on a traditional incremental basis although 
municipality carried out some consultations with citizens regarding their service demands. 
Nevertheless, municipal authorities always tended to raise operating expenditure.  Moreover, 
municipalities over-estimate the expenditure for undertaking development activities as a 
negotiation tactic to derive more resources from the central government. Such expenditure 
estimates for development activities remain mostly at the discretion of mayors who set this 
goals in the budget in ways that would satisfy their own purposes, i.e., to remain in power 
rather than providing the services desired by the citizens. This suggests the expenditure forecast 
in municipal annual budget is inflated as is clearly indicated in the following comment of 
interviewee I:  
“We used the previous year budget as the basis for preparing our budget. Budgetary 
items in the current budget remain mostly unchanged except for occurrence of special 
circumstances which sometimes require different items. Considering expenditure 
estimates for each items; salaries and some other administrative expenditures did not 
vary much as they were estimated using relevant rules and regulations; however, 
estimates for operating expenditures in most of the cases did not correspond to the 
actual revenue capacities of the municipality.” 
Uncertainty in central government transfer 
Municipalities in Bangladesh in general suffer from lack of resources and are severely 
dependent on central government transfer which is found to be insufficient. Therefore, they 
always struggle with maintaining current level of services let alone improving or introducing 
new services as per the changing socio-economic situation of their municipalities. Budgeting 
for central government transfer poses a real challenge. In Bangladesh, central government 
transfers constitute the major source of revenue for many municipal budgets. However, due to 
lack of rule based programmable allocation process, such transfers in Bangladesh are entirely 
at the discretion of the central government and are subject to political manipulation. While, 
there is uniformity in distributing block grants, transfers channelled through project funding 
are controlled by the central government. Municipalities have no idea about whether they will 
get this funding and cannot forecast the amount.  
The uncertainty on getting central government transfer leads municipalities to inflate their 
budgets as a basis to derive more transfers which is subject to negotiation, lobbying and 
political manipulation. Along with significant uncertainty in estimating the amount to be 
received from central government, untimely and sometimes late release of funds by the 
controlling ministry cause serious cash flow problems. In such situation municipal authority 
195 
 
faced serious problem not only in deciding the activities to be performed but also in utilizing 
the transfers which were meant to be spent within the respective budget year. As the 
interviewee A commented: 
“We had no idea about what schemes we were going to implement until we know the 
amount of the fund that we were going to receive. By that time significant time of the 
year passed by. There was also no definite time schedule for fund release. By the time 
we got the government order for fund release sometimes we had no time left in the 
year; therefore, the money remained unspent. If we started the work earlier the 
contractor had to wait for payment until the time of fund release”. 
Interviewee G highlighted the political nature of such fund transfer from central government: 
“Central government transfer especially the project assistance is not a regular source 
of finance. It requires vigorous lobbying particularly from powerful person politically 
connected to incumbent central government policy makers. Budgeting for such 
uncertain source is not an easy task. In this circumstance, we just estimate a figure 
which in most cases does not match with the actual amount that we receive.” 
Institutional interference and budget execution 
The budgetary process is fraught with many deficiencies stemming from institutional 
arrangements which create confusion during both budget preparation and execution periods 
while some of these difficulties are internal and capacity related, such as, lack of adequate 
training, and qualified accounting staff, a large part of these problems is also related to external 
influence mostly arising from their institutional contexts.  
As evident from empirical research, budget execution is done in a haphazard manner 
characterised by frequent budget revisions and off-budget activities. There is frequent budget 
revision during execution stages. Such revisions are mostly influenced by revised estimates of 
central government transfers.  Local government organisations do not get a clear picture about 
the level of such transfers when the process is not transparent. Initial promises are frequently 
altered with revised promises which influence the budgetary practices. Such observations about 
municipal budgetary practices are supported by the following expression of interviewee I:  
 “Our actual budget is the one that we prepare by revising the original approved 
budget and submit for approval with the following year proposed budget. We always 
had to revise our budgets as we could not implement activities enumerated in the 
original approved budget.  
Empirical evidences also reveal budget execution is not well connected with budget 
preparation. Budget execution was found to be affected by immediate issues, which might not 
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have been performed according to budget often led to off-budget activities. Often budgeted 
revenues, predicted based on wrong assumptions, were not materialized. However, 
municipalities could defer certain budgeted items but had to meet others items such as salaries 
and regular services. This often led municipalities to prepare supplementary budgets. Apart 
from supplementary budgets, municipalities often used suspense accounts to manage irregular 
activities, which were in the budget for reconciliation at the end of the year. Budget execution 
is also affected by a practice to commit certain expenditures due to political and social pressures 
without reference to resource availability. Often such commitments are made outside budgetary 
process, as reflected in the following observation:   
“Service related expenditures were always the easy target for cutting budgeted 
expenditures. This is because we could not cut expenditures which were considered 
fixed and non-deferrable like employee related expenditures and other expenditures 
necessary for running our municipality (Interviewee F)”.     
Apart of institutional interferences, most municipalities do not have adequate competent staff 
to prepare various budget reports. Monitoring and controlling the cash flows from the budgeted 
sources are essential components of effective budgetary process. Due to lack of proper 
accounting system, municipal management could not get timely information on actual revenue 
and expenditure, which resulted in poor monitoring and control.  As interviewee B commented: 
“We could not discuss our revenue generation and expenditure incurrence progress 
until our accounting department finalize their books. At the year end when we get the 
actual figure, we had nothing to monitor or control”. 
Therefore, insufficient accounting systems made it difficult to control budgets leading to 
expenditure arrears for some utilities like electricity provided by government 
departments/owned companies especially in situations when actual revenues were not realised 
as per budgeted targets.   
Consequently, actual annual incomes were always less than the amount required to carry out 
the activities for providing services anticipated in the budget. Nevertheless, municipalities 
maintain their budgetary solvency due to central interferences since failure of local public 
sector institutions due to insolvency can politically be sensitive for incumbent central 
government. Such influences required municipalities to balance their annual budgets. 
Therefore, they maintain this solvency by cutting budgeted expenditure for providing services 
and/or deferring maintenance of their infrastructure. Such observations about municipal 
budgetary solvency were supported by the following expression of interviewee I:  
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 “Despite our inability to raise budgeted revenues, we had to maintain our budget 
solvency since we could neither borrow money nor incur long term liabilities as 
accounts payables. Therefore, we balance our budget at the expense of municipal 
services”.  
Lack of long-term budgetary framework 
Although municipalities carry out some activities for multiyear budgetary processes, such 
activities by no means are consistent with the process of standardized multiyear budgetary 
framework. Public sector budgeting in Bangladesh is subject to midterm budgetary framework 
especially at central level but is not required for local government as the following quote of 
interviewee A indicated:  
“Multiyear budgeting for local government is not a legal requirement for 
municipality. We also do not have any administrative order to base our budgets on 
medium or long-term frameworks. Multiyear budgeting is therefore not as important 
for us as it is for our annual budget”. 
Insufficiency of financial resources was another reason for municipalities not paying proper 
attention to multiyear budgeting. Additionally, municipalities also lacked of skilled and expert 
manpower for carrying out the required activities for developing multiyear budgetary 
framework. This is supported by the following quote of interviewee B: 
“Multiyear budgeting is a new concept for us. We do not have enough manpower with 
required skills to carry out the necessary analytical procedure to forecast our revenue 
and expenditure on multiyear basis. Moreover, our revenue generation is also not 
enough even for carrying out our normal operating activities. Therefore, projecting 
our expenditure estimates following formal multiyear budgetary framework is not a 
priority for us”. 
Nevertheless, due to social expectation municipal management carry out some activities to 
appreciate the changes in service demands by undertaking consultations, meeting and 
discussions with representatives of their constituents. Moreover, central government 
departments like Local Government Engineering Department (LGED) and Department of 
Public Health Engineering (DPHE) also prepared multiyear budgets on behalf of municipalities 
with regard to providing services to municipal citizens; however, this multiyear budgetary 
framework in one hand did not cover all municipalities and on the other hand had little 
relevance with municipal actual realities. This is supported by the following comments of 
interviewee B: 
“Central government project assistance is used to finance projects in some selected 
municipal areas. Most of these projects are funded by development partners and are 
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implemented by central government agencies such as LGED and DPHE. Such project 
funding is managed by the central government and is therefore subjected to multiyear 
budgeting. Municipalities are not involved in such practices as they are carried out 
by the central government departments”. 
The above qualitative observations clearly demonstrate weaknesses in municipal multiyear 
budgetary practices which in turn suggest that the policies pursued by municipal budgets failed 
to reflect the service demands expected and desired by citizens. Therefore, municipal annual 
budgetary practices not only failed to account for increasing service demand in their budgetary 
process due to the weakness in their multiyear budgetary practice but also curtail the quantity 
and quality of their budgeted services in order to maintain their budgetary solvencies. The 
following comment of interviewee G reflects this view which also justifies the positive and 
significant relationship between multiyear budgetary practice and service level solvency as 
found in the quantitative study.  
“We mostly continue our previous year activities. We even face difficulty to continue 
such activities and have to cut them to maintain budget solvency due to lack of funding. 
Therefore, our budgeted activities in most cases do not reflect the actual demand of 
our citizens as updating our budgetary policy on the basis of long term framework is 
not a priority”. 
 
Discussion  
On the one hand this research sought to quantitatively examine the relationship between 
budgetary practices and municipal various types of solvencies, on the other hand it also 
qualitatively investigated the budgetary practices adopted by municipalities in Bangladesh with 
a view to explaining the quantitative findings of the study. For this purpose, a mixed 
methodology was used by surveying 93 municipalities with a view to testing the hypothesized 
relationships between annual and multiyear budgetary practices and their corresponding 
solvencies. Key personnel from municipalities were interviewed in order to elucidate more 
light on the understanding about municipal budgetary practices. Drawing on the institutional 
theory and control typology of Dollery et al., (2009), the results of the study show that 
municipal key budgetary practices are significantly influenced by central government 
influences since the central agencies constantly and closely monitors the activities of local 
governments and control their behaviour through the application of administrative control 
techniques including reports, inspections, advice, grants, approval and review.   The key results 
from both quantitative and qualitative methods are summarized in Table 5-4. 
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· Budgetary process is influenced by the institutional setting  
· Municipalities are dependent on central government 
transfers which are not predictable and depend on lobbying.  
· Expenditure is inflated to make bigger budget to appease 
citizens (Interviewee I) 
· Tax collection is embedded with the local land ownership 
and a complex tax arrangement with institutional partners 
· Frequent budget revisions and off- budget activities 
· Lack of accounting staff hinders budget reports and budget 
execution 
· Due to the weaknesses in annual budgetary practices, 
municipal income is always less than necessary to undertake 
the budgeted expenditure. Nevertheless municipalities had to 
maintain budget solvency as they could neither borrow 
money nor incur long-term liabilities in terms of payables 
due to central government influences. Therefore, they cut 
service and other expenditure and give preference to salary 





found to have 
insignificant 
moderating 










· Less attention to Multiyear budget since it is not a legal 
requirement  
· Lack of skilled and expert manpower to develop the 
analytical procedure for multiyear budget  
· Lack of resources so municipalities struggle with 
maintaining current level of their fiscal policy and are less 
interested in multiyear framework  
· Institution influence is prevalent as multiyear budgetary 
activities are undertaken by central government agencies 
like LGED and DPHE which have also less relation to 
actual situation at municipality level (Interviewee B) 
· Annual budget does not reflect citizens’ actual demands 
since budgetary activities are not supported by multiyear 
budgetary framework. Sometimes municipalities even had 
to cut annual budgetary activities to maintain budgetary 
solvency at the expense of service level solvency.  
With regard to the relationship between annual budgetary practice and budgetary solvency, 
past literature suggest a positive relationship between annual budgetary practice (ABP) and 
budgetary solvency (BS) as sound budgetary practice like correctly estimating revenues and 
expenditures assist organization to achieve a balanced budget (Hendrick 2011). This is however 
not the case in this study as ABP is found to be insignificantly related to BS. The insignificant 
relationship between ABP and BS as indicated by the quantitative results of this study is found 
to be consistent with the analysis of Morrell and Kopanyi (2014) who observed persistent 
current deficits in many cities in developing countries. They offered budgetary control 
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problems like soft budgetary constraints or uncertainty due to vertical imbalances as the 
underlying reasons for such current deficits.  
Past studies however paid insignificant attention on investigating what does a local government 
do in the face of such chronic current deficit; although, Hendrick (2011) suggests that 
governments often resort to use fund balance or defer capital expenditure or incur liabilities to 
deal with worsen economic or political condition due to contingencies. Budgetary practices of 
local governments facing persistent current deficits particularly those in many developing 
countries are subject to strict control of their upper level governments (Canuto and Liu 2013; 
Freire and Garzόn 2014). Local governments in such situation comply with the measures of 
their controlling governments without resistance and implement ad hoc interventions without 
following appropriate rules and procedures not to deal with their budgetary insolvencies 
effectively but to maintain minimum services and their functionality (Freire 2014). This is 
exactly what the empirical findings of this study support as the quantitative results indicate 
when central government influences are taken into consideration the insignificant relation 
between ABP and BS become significant. This is also supported by the qualitative findings of 
the study. Although, there is no empirical study on the effect of CGI on ABP and its outcome, 
the higher variance between budgeted and actual expenditure for services, contingencies and 
financial assistance items in the operating budget of a Nepalese city as reported by Morrell and 
Kopanyi (2014) insinuates the city management effort in balancing budget by undertaking 
fixed and non-deferrable expenditures and escaping service related expenditure as planned in 
the budget. Considering multiyear budgetary practices (MBP), previous literature suggests that 
forward estimate assists governments to link their policies with expenditure programs and 
improve affordability of policies (Shiavo-Campo 2009). Transparent policies and predictability 
of financial flows are necessary for governments to design expenditure level in 
commensuration with their level of debt and resources availability (Filc and Scartascini 2010). 
Moreover, this framework facilitates government maintaining structural balance and sustaining 
fiscal position for an extended period (Hou 2006; Schick 2005). Therefore, by balancing actual 
spending with anticipated spending obligations and revenue collection with revenue base, 
multiyear budgetary practices influence governments’ service level solvencies (Hendrick, 
2011). The significant relationship between multiyear and service level solvency as found in 
this study corroborates the findings of these previous studies.  
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Regarding central government influences on multiyear budgetary practices of municipalities, 
the empirical findings of this study indicate that MBP are not strictly controlled by their 
controlling agencies in Bangladesh. The insignificant relationship between municipal MBP 
taking into consideration of CGI and SLS is also consistent with the observation made by 
World Bank (2013) which suggests that due to inadequate political and institutional 
involvement, multiyear budgeting has been given less importance in many developing 
countries. Therefore, the operating budgets of many local governments in those countries are 
less relevant to the dynamism of their corresponding fiscal and economic environments 
(Morrell and Kopanyi 2014) indicating inadequate services delivered by those local 
governments to their citizens (Bahl and Linn 1992; Morrell and Kopanyi 2014; Freire, 2014). 
Contribution and limitations 
A number of theoretical and practical contributions can be derived from this study. 
Theoretically, this study undertakes detailed analysis of local government budgetary practices 
which have not been considered in previous studies. In undertaking such analysis this study 
considers the influence of central government, a phenomenon severely felt by local 
governments in many developing countries.  The research even goes further by theoretically 
linking such budgetary practices under the influence of central government to their 
corresponding solvency levels. A clear theoretical explanation of such complex relations is 
necessary for both researchers and practitioners as there is a crying need for making 
decentralization meaningful in many developing countries. Empirically, this research is also 
unique as it employed a mixed methodology approach whereby budgetary practices were first 
quantitatively measured along with the influence of central government and tested their 
theoretical relationships with corresponding solvency levels, and then qualitatively observed 
to explain the quantitative findings. Therefore, it enriches the extant literature by providing 
empirical evidences on the relationship between weak budgetary practices and poor services as 
well the moderating relationship of central government influences with budgetary practices 
which instead of improving services facilitate survival of municipalities operating in the 
context of ill designed partial and fragmented decentralizing environment. 
The study has certain implications for public organization managers and policy makers. First, 
central government policy makers should revisit the acts and rules related to municipal budgets 
to ensure that rather than using these legal frameworks for their own survival municipalities 
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should focus on improving services to their citizens. Secondly, policy makers should also 
consider the power structure of mayor, councillor and manager, and devise a balancing 
mechanism as the qualitative findings reveal the dominance of mayor causes weakness in 
municipal budgetary practices. Finally, municipal managers should ensure citizens and other 
staff participation in setting realistic budgetary goals, monitoring the progress of budget 
implementation at regular intervals and using the results for the evaluation of employee 
performance as the study’s finding on insignificant relationship between budgetary practices 
and corresponding solvencies found in this study suggest weaknesses on these issues in 
municipal budgetary practices. 
As with other empirical studies, this research is not free from limitations which need to be 
taken into consideration for interpreting its theoretical and empirical implications. Empirically, 
the study uses survey data for the measurement of budgetary practices and central government 
influences which may be subjected to bias due to common response. Future studies can build 
on this research and progress by looking at similar issues with a sample of similar local 
governments from other developing countries; such a comparative study will help generalize 
the findings for local organizations in comparable developing countries. 
Conclusion 
The purpose of this study was to investigate how budgeting processes were carried out in 
municipalities of Bangladesh and to examine the consequences of adopted budgetary practices 
on municipal budgetary and service level solvencies. This study specifically explored how 
central government influence gets involved in various municipal budgetary practices and 
examined the predicted relationships between the modified budgetary practices and various 
solvencies as hypothesized in this research. Although the weaknesses in budgetary practices of 
local government in developing countries are well reported, there has been a lack of empirical 
study on their influences. Examining such influences has been emphasized as financial 
management decisions are thought to be the underlying causes of various financial problems 
faced by local government organizations. It is around this concern that the budgetary practices 
become relevant. This study therefore enriches the body of research on budgetary control in 
public sector organizations.   
Drawing on ideas about local government solvencies derived from the concept of financial 
condition, stakeholders’ interests in budgetary processes and the role of central government in 
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local government budgetary process, a number of relationships between these variables were 
hypothesized and tested using data from a representative sample of municipal organizations in 
Bangladesh. Findings from both qualitative and quantitative studies revealed weaknesses in 
municipal budgetary processes such practices failed to bring results as suggested by various 
budget related theories. However, central government influences significantly moderate 
municipal budgetary practices which make annual budgetary practices positively and 
significantly related to budgetary solvency. Such results although favourable for the survival 
of municipalities, are not desirable by their constituents.  
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Table 5-5: Questionnaire items and measurement of analysis 
Items* Factor 
loadings 
Annual budgetary practices (ABP)  
Municipal annual budget cover all sources of expenditure and revenues specified in 
multiyear plan. 
0.703 
Municipal annual budget goals (revenues and expenditure) are compatible with the 
requirement of municipal service demands. 
0.750 
Municipal annual budget goals are clear and specific. 0.774 
Municipal annual budget goals are realistic. 0.812 
My superior regularly compares annual budgeted goals with actual revenues and 
expenditure. 
0.865 
Any favourable or unfavourable variances in annual budget are analysed and reported as 
feedback 
0.828 
My superior is strict to comply with annual goals stipulated in budget. 0.846 
Annual budget is used to evaluate staff performance. 0.850 
Cronbach’s alpha 





Multiyear budgetary practices (MBP)  
We prepare revenue and expenditure projection for multiyear budget using appropriate 
methods. 
0.730 
Multiyear revenue and expenditure targets are compatible with community’s increasing 
service demands. 
0.795 
Multiyear revenue and expenditure targets are clear and specific. 0.717 
Multiyear revenue and expenditure targets are realistic. 0.754 
Revenue and expenditure targets in annual budget are set according to multiyear projection. 0.776 
The Municipal Council compares annual budget goals with those of medium term budget 0.802 
Any favourable or unfavourable variance is analysed and reported as feedback. 0.745 
Multi-year budget is used to evaluate Staff’ performance. 0.803 
Cronbach’ alpha 





Central government influence  
Central government rules, regulations and other administrative measures significantly 
influence municipal expenditure types 
0.819 
Central government rules, regulations and other administrative measures significantly 
influence municipal raising of capital from outside of its own sources 
0.840 
Central government rules, regulations and other administrative measures significantly 
influence municipal incurrence of liabilities 
0.814 
Central government rules, regulations and other administrative measures significantly 
influence skill development of municipal staff for budget preparation and implementation 
0.854 
Maintaining a balance in municipal budgetary resources and thus not putting financial 
burden on central government is the main focus of the central government 
0.772 
Central government’s control over resource allocation possesses significant difficulty in 
municipal budget preparation and implementation 
0.651 
Cronbach’s alpha 





* Seven-point Likert-scale ranging from (1) ‘Strongly disagree’ to (7) ‘Strongly agree’ were used to measure 





Table 5-6: List of municipal personnel interviewed 
Interviewee Designation Educational qualification Year of 
experience 
A Mayor 1 Higher secondary school certificate 10  
B Mayor 2 Bachelor in Humanities 5 
C Councillor 1 Higher secondary school certificate 10 
D Councillor 2 Secondary school certificate  
E Secretary Master in Public Administration 20 
F Administrative officer Bachelor in Science  
G Executive engineer BSc Engineering 23 
H Assistant engineer BSc Engineering 15 
I Accounts officer Bachelor in Commerce 23 
J Treasurer Masters in Commerce 20 
K Tax assessor Masters in Social Science 12 
L Tax collector Bachelor in Arts 11 
M Sanitary inspector Bachelor in Science 10 







Chapter 6 : Recommendations and conclusion 
This concluding chapter recapitulates the purposes, summarizes the findings, and illustrates 
the contribution and implications of the findings. The chapter concludes with outlining the 
limitations and directions for future studies.  
Recapitulation of research objectives and findings 
The research presented in this thesis has set out to reveal information about the determinants 
of financial condition of local government organizations with a particular emphasis on the role 
of MCSs in its determination process in the context of municipalities in Bangladesh. Financial 
condition as suggested in the past studies is the ability of a local government organization to 
fulfil its financial obligations and meet service demands both in short and long terms (Hendrick, 
2011; Rivenbark and Roenigk, 2011; Wang, Dennis and Tu, 2007)Local government 
organizations that can satisfy these obligations without jeopardizing their ability by increasing 
debts or incurring financial hardship are said to be in sound financial conditions (Wang and 
Liou, 2009; Zafra-Gomez et al., 2009). As stated the determinants of local governments’ 
financial conditions are rooted either to  their fiscal policy space or fiscal structure since 
financial condition is seen as a function of the fiscal opportunities, demands, constraints and 
responsibilities arising from fiscal and political environment of a local government and the 
policy choices that government officials make in response to them (Hendrick, 2011). Against 
this backdrop, this thesis, as illustrated in Figure 6 – 1, investigated in four separate studies 
the processes by which three major categories of variables from both fiscal space and fiscal 
structure contribute to the determination of local governments’ financial conditions with a 
special focus on the role of MCSs in such processes. Preceding to these studies, a further study 
was carried out to measure the financial condition of a local government which was used as the 
dependent variable for the subsequent four studies. 
Measurement of financial condition 
Measurement of financial condition forms the foundation of this research since it is used as the 
dependent variable for the subsequent studies. Therefore, the research commences with this 
study whereby the financial condition of the municipalities in Bangladesh is measured to 
achieve research objective 1 (RO1). As illustrated in the literature review section of chapter 1, 
the measurement process of financial condition is highly subjective depending on the context 
in which such organizations operate (Chaney, Mead, and Sherman, 2002). It is therefore best 
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represented by proxy indicators like ratios that are consistent with theories and practices of 
public finance (Ramsay, 2013). Since contextual environment varies among local 
governments, there is no one size that fits all organizations; therefore, a number of 
measurement models are available in the literature (Maher and Nollenberger, 2009; 
Nollenberger, 2003; Ritonga, Clark, and Wickremasinghe, 2012; Wang et al., 2007). 
Development of index 










































Figure 6-1: The major focus of the research. 
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This thesis employs a simple index consisting of 11 indicators organized under four commonly 
used dimensions, viz., short term solvency, budgetary solvency, service level solvency and long 
term solvency (Wang et al., 2007) for measuring municipal financial condition. Using financial 
data collected from a representative sample of 72 municipalities of Bangladesh, the indices for 
municipal financial conditions are measured for the period from financial year 2006-07 to 
2014-15 to answer:  
RQ1.  What are the financial conditions of municipalities in Bangladesh? 
RQ2.  How municipalities are compared in terms of their financial conditions? 
Empirical results indicate, although there is a slightly increasing trend in financial condition 
indices for the three categories (class I, II and III) of municipalities, such conditions also vary 
from year to year throughout the study period. These variations suggest some dimensions of 
financial conditions for some municipalities have greater impacts than others. However, 
municipalities in Bangladesh are found to be more solvent in short term as indicated by their 
higher short term solvency indices compared to other dimensions of their financial conditions. 
In terms of budgetary solvency index, municipalities resemble uniformity irrespective of their 
categories; however, municipalities in Bangladesh are found to be less solvent in terms of 
providing services as indicated by the lower index values of service level solvency.  
Impacts of socio-economic and demographic factors  
Socio-economic and demographic factors represent fiscal space components of financial 
condition since such factors determine the availability of resources and service demands 
(Hendrick, 2011). Although these factors are given adequate consideration in past studies it 
remains partial because either the entities studied in the literature, mostly local governments in 
developed countries (Wang et al., 2007; Zafra-Gόmez et al., 2009), are contextually different 
from those of developing countries or giving inadequate consideration to factors most relevant 
to developing countries. Therefore, research objective 2 (RO2) is set for this thesis to 
investigate the influences of expenditure demand represented by population size, population 
density and disaster susceptibility, and revenue capacity on municipal financial condition. 
Based on previous theoretical and empirical studies the theoretical relationships of these socio-
economic and demographic factors with municipal financial condition are hypothesized. Using 
quantitative data collected from a random sample of 93 municipalities in Bangladesh, the 
hypothesized relationships are tested to answer the following research question: 
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RQ3.  What are the impacts of spending pressure represented by population density, 
disaster susceptibility, population size, and revenue capacity on the overall 
financial conditions of municipal organizations?  
The regression analyses provide empirical supports for positive relationships of disaster 
susceptibility and revenue capacity but negative relationship of population size with municipal 
financial conditions. Such a relationship of population density is found to be positive but 
insignificant.  
Impacts of managerial and organizational factors  
Managerial factors 
Due to their importance in devising and implementing public policies and strategies (Burkert 
and lueg, 2013; Chenhall, 2003; Elbanna, Andrews, and Pollanen, 2016; Lueg and Radlach, 
2016; Riordan, Vandenberg, and Richardson, 2005; Widener, 2007), managerial factors have 
significant influences on financial conditions (Hendrick, 2011). However, extant literature on 
this stream of research is partial since it ignores the organizational internal processes, 
specifically, the role played by strategic control system (Dennis, 2004; Hendrick, 2011). 
Taking this gap into consideration this study therefore aims to achieve research objective 2 
(RO2) by examining the impacts of managerial factors such as, mayoral and accountant’s 
competences, managerial involvement autonomy,  on municipal financial condition, as well as 
investigating whether the use of strategic control systems mediates the relationships between 
these managerial factors and financial conditions. Based on the existing literature a theoretical 
model hypothesising the relationships among these factors is developed. Using a combination 
of a survey and financial data collected from a representative sample of 93 municipalities in 
Bangladesh, these hypothesized relationships are tested to answer the following questions:   
RQ4.  What are the influences of managerial factors like mayoral competence, chief 
accountants’ competence, managerial autonomy, and managerial involvement on 
municipal overall financial condition?  
RQ5.  Whether the influences of such managerial factors on municipal overall financial 
condition are mediated by strategic control systems?  
The empirical evidences suggest that managerial factors such as, chief accountant’s 
competence, managerial autonomy and involvement significantly influence organizational 
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financial conditions. In contradiction to our theoretical expectation, mayoral competence as 
well as the mediating role of strategic control systems is not found to be significant in this 
study.  
Organizational factors 
Local governance as defined by Bovaird and Loeffler ( 2007) as the ability of local 
governments to manage their own affairs independent of their controlling higher-level 
governments is a pre-requisite for maintaining healthy financial condition (Yilmaz, Beris and 
Serrano-Berthet, 2010). Lack of local governance capacity is commonly seen as the main 
reason for the poor performances in many developing countries (Yilmaz et al., 2010). Past 
researches have paid little attention on theoretically explaining and empirically testing the 
linkage between factors related to governance capacity and financial conditions of local 
governments (Hendrick, 2011). Therefore, with regard to achieving research objective 2 (RO2) 
this study examines the influence of stakeholders’ engagement, organizational culture and 
autonomy, and use of quality information on municipal financial condition; more specifically, 
it investigates whether these factors contribute to develop budget as enabling control system 
which in turn mediate the relationship of these organizational factors and municipal financial 
condition.  
Drawing on the   notions of autonomous decision-making, enabling control systems and 
organizational performance, a theoretical model was developed to derive relevant hypotheses. 
The hypothesized relationships are then tested using financial data collected from archival 
documents and primary data collected via a survey instrument from a representative sample of 
93 municipalities in Bangladesh to answer the following research questions:  
RQ6.  What are the influences of organizational factors like stakeholder engagement, 
organizational culture and autonomy, and the use of quality information on 
municipal overall financial condition?    
RQ7.  Whether the influences of such organizational factors on municipal overall 
financial condition are mediated by enabling budgetary control systems?  
RQ8.  What are the effects of such relationships between organizational factors, enabling 
budgetary control system and overall financial conditions in the context of 
municipal revenue diversity and size? 
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The regression coefficients determined by partial least square structural equation modelling 
suggest that the LGC factors investigated under this research viz., stakeholder engagement 
(SE), development oriented culture (DOC) and municipal organizational autonomy (MOA) 
have direct influences on organisational financial conditions except for the use of quality 
information (UQI). The empirical evidences also suggest the indirect effects of all the 
explanatory variables through the mediation of EBCS are found to be significant (insignificant) 
in situations where organisations have higher revenue diversification (lower revenue 
diversification) and are larger in size (smaller in size).  
Impacts of budgetary practices  
Financial condition determination processes suggests management practices play significant 
role in determining financial condition since bad management practices deteriorate local 
governments’ financial condition despite having adequate wealth and fiscal capacity 
(Hendrick, 2011; Krueathep, 2010). The budgetary processes being the most extensively used 
management process have significant influences on municipal organizational performances as 
it affects three basic levels of public sector budgetary outcomes: aggregate fiscal discipline, 
allocative effectiveness and operational efficiency (Schick, 1998; Von Hagen, 1998).  
Municipal institutional environment in developing countries is characterized by interference in 
all aspects of their organisational processes and decision making as they are not financially 
independent and operate under strict control of their upper level governments (Shah and Shah, 
2006; Yilmaz et al., 2010).  Therefore, municipal budgetary processes in such context are 
significantly affected by central influence categorized by government rules, regulations, and 
organizational norms and practices. When such rules and regulations are improperly structured 
or are not adequately adhered they create confusion and an atmosphere of political 
manipulation and cliental behaviour. This study is therefore conducted to achieve research 
objective 3 (RO3) by investigating how municipal management in the face of these challenges 
make budgetary decisions and generate financial capacity for maintaining financial 
sustainability measured by budgetary and service solvencies.  
Based on past studies, a combination of two sets of research hypotheses and questions 
involving both the process and outcome of the main budgets are developed and investigated to 
understand how budgets operate in municipal organisations. Using quantitative data from 93 
municipalities the study first examines the hypothesized relationships between budgetary 
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practices, institutional influences and municipal performances which are then followed by a 
qualitative analysis to provide more in-depth understanding on the influences of institutional 
processes through which municipalities operate. Through this combination of quantitative and 
qualitative methods, this study endeavours to answer the following questions: 
RQ9.  What are relationships among central government influences, budget and 
municipal performance?  
RQ10.  How central government influences affect the relationships between budgets and 
municipal performances? 
Regression analysis of the quantitative data supports the significant (insignificant) moderating 
effect of institutional influences on the relationship between municipal annual budgetary 
practices and budgetary solvency (multiyear budgetary practices and service level solvency). 
Qualitative findings reveal that institutional rules, regulations, norms and processes pose 
significant challenges for municipal authorities to prepare and implement annual budget 
effectively. The qualitative findings further support that municipal multiyear budgetary 
practices also suffer from weaknesses. However, such institutional influences also encourage 
municipalities to remain solvent for their continued existence. The overall qualitative findings 
therefore provide better explanations on how municipalities in Bangladesh despite having 
weaknesses in their budgetary practices balance their annual budget at the expanse of their 
service level solvency.   
Contributions of the research 
The theoretical and empirical contributions derived from each of five studies of this thesis are 
briefly mentioned in the following paragraphs. By applying a composite index developed from 
the existing financial condition measurement theories the first study measures financial 
condition of municipalities in a developing country’s context. This contributes to the theoretical 
validity of previously used indicators as well as dimensions of financial condition index 
measures.  
While illuminating the causal relationship between socio-economic factors and municipal 
financial condition, the second study argues that existing literature does not provide 
comprehensive theoretical understanding on such relationships since very few studies are 
conducted in developing countries where municipal socio-economic contextual environments 
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are significantly different. For example, past studies suggest a significant negative relationship 
between population density and local government financial condition due to economies of scale 
and cost efficiency (Carruthers and Ulfarsson 2008; Nollenberger, 2003), this study however 
argues that due to inefficient operational activities municipalities in developing countries 
despite having higher population densities failed to be benefitted from scale economies and 
cost efficiency. This study further contributes to the literature by shedding more light on the 
theoretical connection between disaster susceptibility and revenue capacity on municipal 
financial condition which has not been given due attention in the extant literature. Explaining 
these relationships from a developing country’s context obviously enhances the literature by 
providing a comprehensive theoretical understanding among the variables studied. 
The theoretical explanations on examining the relations between managerial factors and 
municipal financial conditions provided in the third study make significant contributions to a 
growing body of literature on public sector strategic control systems and management 
literature. First, while shedding light on the theoretical linkage of managerial factors with 
municipal performance, this study argues that current knowledge in the existing literature is 
partial since prior studies while examining this causal mechanism have focused primarily on 
specific managerial factor, such as managerial autonomy (Hackman and Oldham, 1976 sited 
in Brock, 2003), managerial competence (Chong, 2013) and managerial involvement (Lawler, 
Mohrman and Ledford, 1995). By combining multiple managerial factors this study provides 
comprehensive theoretical insights on their relationships with organizational performance that 
have enriched the management literature.  Second, while elucidating the indirect relationship 
of managerial factors with municipal performance, this study enriches management accounting 
literature by explaining the theoretical linkages of such factors with strategic control systems. 
More precisely, although past studies have recognized the role of control function in the 
strategic management process and underscored strategic capabilities and actions for achieving 
desired results (Andrews, Boyne and Walker, 2009; Schreyögg and Steinmann, 1987; Simons, 
1991; Tavakoli and Perks, 2001), this study explains how managerial factors contribute to 
strategic control systems for better performance. Thirdly, using the broadly defined and 
objectively measured multi-dimensional dependent variable, this study provides an opportunity 
to shed more light on the various theoretical connections on the relationships of managerial 
factors and strategic control systems with municipal financial conditions. 
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While elucidating the causal mechanisms on how LGC related variables contribute to 
organizational performance the fourth study argues that although past studies on autonomous 
policymaking (Davis and Meyer, 2004; Walter, Aydelotte and Miller, 2000), management 
innovations (Zafra-Gόmez et al., 2013), cost efficiency (Chen et al., 2009) and better access to 
finance (Cheng et al., 2014) have provided some specific aspects of this relationship which 
have further been augmented under this study. Moreover, the exploration of an indirect 
relationship between LGC factors and organizational performance enriches the management 
accounting literature specifically by explaining how these explanatory factors contribute to the 
development of budget as an enabling control system (Cools et al., 2017; Frow et al., 2010; 
Jordan and Messner, 2012; Wouters and Wilderom, 2008). In compatible with the arguments 
of Henttu-Aho (2016) and Wouters and Wilderom (2008), this study shows how LGC factors 
such as municipal development oriented culture develops employees’ appreciation about the 
intelligibility of budget’s long-term effects and how their works contribute towards 
organisational performance. Thus, in complementing Adler and Borys (1996) this study 
establishes how these LGC factors contribute to design budget as EBCS. Third, in analysing 
the theoretical linkage between EBCS and organizational financial conditions, this study 
explains that budgets when incorporate Adler and Borys’ (1996) four characteristics, viz., 
repair, internal transparency, global transparency, and flexibility encourages managerial 
judicious utilizations of resources which is necessary for maintaining a better organizational 
financial condition (Hendrick, 2011). This is consistent with Ahern and Chapman (2004) and 
Englund and Gerdin (2015) who illustrates that incorporation of Adler and Borys’ four 
characteristics in control systems assists local managers achieve the objectives of flexibility 
and efficiency.  
Finally, while shedding light on the causal mechanism on how budgetary practices contribute 
to achieve organizational performance measured in terms of budgetary and service level 
solvencies, the fifth study makes another important theoretical contribution. Prior studies on 
institutional theory suggest adherence to external rules and norms enhances organizational 
stability, legitimacy and access to resources (Ball and Craig, 2010), this study advances further 
by arguing that if such rules and norms severely constrain the adhered organizations’ 
management practices the ensued gain may not lead to the achievement of desired performance. 
Application of a mixed methodology is another contributing feature of this study given the 
novelty of its research questions which involve both measuring variables to test hypotheses and 
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shedding more light on unanswered questions about the studied variables within the 
organizational context that the quantitative data failed to capture. Combining the results from 
both methods provide a better understanding of the key municipal budgetary practices since a 
clear theoretical understanding on such complex relations is necessary for making 
decentralization meaningful in many developing countries.  
Empirically, the studies conducted under this thesis are also unique as they not only measure 
the financial condition but also tested a number of hypothesized relationships of various 
variables with financial condition derived from different models developed in this research. 
Therefore, this research enriches the extant literature by providing empirical evidences on the 
direct relationships between some of the unexplored socio-economic, organizational and 
managerial factors, management practices and municipal financial conditions as well the 
indirect relationship through the mediation of some management control systems like strategic 
management controls systems and enabling budgetary control systems.  
The outcomes of these studies have far reaching managerial and policy implications. The 
measurement of financial condition can serve as the basis for devising municipal development 
policies in terms of intergovernmental transfer and organizational development. Municipal 
managers can also use this as a monitoring tool to find out the weakness in their financial 
management affairs that can potentially lead to financial difficulties. While managers of local 
government organisations will find the findings useful in managing their financial resources 
recognizing how the overall financial conditions of their organizations vary with the changes 
of socio-economic, organizational and managerial factors, and management processes, policy 
makers will be benefited as the enhanced knowledge about the determinants of local 
government financial conditions will help them to devise effective transfer policy and monitor 
local government  performance. Table 6-1 summarizes the empirical findings and 




Table 6-1 : Summary of the empirical fundings and contributions of studies  








in Bangladesh;   





RQ2. What are 
the differences in 
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Study 1 The financial conditions of 
municipalities are measured using a 
composite index of eleven indicators 
organized in four dimensions.  The 
index values measured for the 
sampled municipalities show 
variations among the three classes of 
municipalities. Class I municipalities 
ranked top in terms of financial 
condition while class II stood in 
between class I and III. In terms of 
dimensions, class I again showed 
their superiority in all but budgetary 
solvencies for which all three classes 
remained very close during the period 
from 2007 to 2015. 
The results of measuring municipal financial 
conditions in Bangladesh have far reaching policy 
implications as they can form the basis for devising 
municipal development policies in terms of 


















RQ3. What are 














Study 2 The empirical evidences provide 
support for significant positive 
relationship of disaster susceptibility 
and revenue capacity with municipal 
financial conditions except for 
population density, which is 
insignificantly related. As predicted 
population size is found to be 
negatively related. 
The outcome of examining the influences of socio-
economic factors on municipal financial condition has 
far reaching managerial and policy implications; while 
managers of local government organisations will find 
the findings useful in managing their financial 
resources recognizing how the overall FC of their 
organizations vary with the changes of socio-
economic factors, policy makers will be benefited as 
the enhanced knowledge about the determinants of 
local government FC will help them to devise 
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RQ4. What are 














Study 3 The empirical evidences suggest that 
managerial factors such as, chief 
accountant’s competence, managerial 
autonomy and involvement 
significantly influence organizational 
financial conditions. In contradiction 
to our theoretical expectation, 
mayoral competence is not found to 





The empirical evidences of investigating the 
influences of managerial factors on municipal 
financial conditions through the mediation of strategic 
control system have certain theoretical and practical 
implications. Theoretically, establishing the linkages 
between the explanatory managerial variables and 
local government performance provides a 
comprehensive understanding on how these factors 
contribute to organizational performance. Moreover, 
examining the indirect influences contributes to 
management accounting literature as it extends our 
understanding on how managerial factors influence 
management control systems for strategy formulation 
and implementation. Policy makers and managers will 
find these results useful for a number of reasons. First, 
being municipalities should emphasize the importance 
of chief accountant’s competence. They should also 
facilitate MI and MA, as these are found to be 
significant antecedents of municipal FC. Finally, 
although managerial factors and municipal FC are 
found to be significant; this is however does not 
necessarily indicate that the outcome is the desired one 
since these factors are found to be insignificantly 
related to SCS. This is what constitutes the main take 
away point of this research as central government 
RQ5. Whether the 









Study 3 Although, managerial factors except 
mayoral competence are found to 
have significant direct effects on 
municipal financial conditions, their 
indirect effects through the mediation 
of strategic control systems is not 
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policy makers should take lesson that coercing local 
government originations to adopt SCS is not sufficient 
to bring desired results unless such management tool 
is institutionalized through ensuring accountability 
and transparency in local government functions and 
developing proper managerial factors. 
RQ6. What are 





















Study 4 The empirical findings suggest that 
the LGC factors examined under this 
study such as stakeholder 
engagement, development oriented 
culture, and municipal organizational 
autonomy except for the use of 
quality information have significant 
direct influences on organisational 
financial conditions. 
The joint analysis of the four organizational variables 
provides a comprehensive theoretical understanding 
on how these variables lead to organizational 
performance through successful strategic 
implementation, management innovations, better 
utilization of locally available assets, information and 
knowledge, cost efficiency and access to finance. 
Moreover, the analysis of the indirect influences 
enriches our theoretical understanding on how these 
factors contribute to develop budget as enabling 
control systems by facilitating internal transparency, 
modification, flexibility and global transparency of 
budget. Finally, establishing the linkage between 
EBCS and FC extends our understanding on how 
EBCS leads to organizational performance. Managers 
of municipalities should be aware of enhancing their 
governance capacity by developing those attributes. 
Empirical findings on positive mediating effect of 
EBCS found in the context of municipal revenue 
diversification and size is specifically a useful lesson 
for the central government policy makers in 
developing countries since this finding will make them 
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indirect routes by 
contributing to 
the development 
of budget as 
enabling control 
system.  
Study 4 Although, organizational factors 
except the use of quality information 
are found to have significant direct 
effects on municipal financial 
conditions, their indirect effects 
through the contribution to develop 
budget as enabling control systems 
are not found to be significant in this 
study. 
aware that to produce desired result municipal 
organizations must derive revenue from diversified 
sources and have optimum size. 
RQ8. What are 














Study 4 The mediating effect of EBCS 
between the explanatory variables 
and organisational financial condition 
is found to be significant 
(insignificant) in situations where 
municipal organisations have higher 
revenue diversification (lower 
revenue diversification) and are larger 
in size (smaller in size). 
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Study 5 Empirical evidence from a 
quantitative line of enquiry support 
the significant (insignificant) 
moderating effect of institutional 
influences on the relationship 
between municipal annual budgetary 
practices and budgetary solvency 
(multiyear budgetary practices and 
service level solvency) as 
hypothesized in the study. 
Theoretically, this study undertakes detailed analysis 
of local government budgetary practices. In doing this 
study considers the influence of central government, a 
phenomenon severely felt by local governments in 
many developing countries.  The research even goes 
further by theoretically linking such budgetary 
practices under the influence of central government to 
their corresponding solvency levels. A clear 
theoretical explanation of such complex relations is 
necessary for both researchers and practitioners as 
there is a crying need for making decentralization 
meaningful in many developing countries. 
Empirically, this research is also unique as it 
employed a mixed methodology approach whereby 
budgetary practices were first qualitatively observed 
and then quantitatively measured along with the 
influence of central government and tested their 
theoretical relationships with corresponding solvency 
levels. Therefore, it enriches the extant literature by 
providing empirical evidences on the relationship 
between weak budgetary practices and poor services 
as well the moderating relationship of central 
government influences with budgetary practices 
which instead of improving services facilitate survival 
of municipalities operating in the context of ill 










Study 5 Qualitative findings further 
corroborated how institutional 
impreciseness moderates municipal 
weak annul budgetary practices to 
remain solvent for their continued 
existence and shed more light on why 
multiyear budgetary practices suffer 
from weaknesses thus provide better 
explanations on how municipalities in 
Bangladesh despite having 
weaknesses in their budgetary 
practices survive at the expanse of 
their service level solvency. 
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Limitations and suggestions for further research 
As with other empirical studies, the studies conducted under this thesis are also not free from 
limitations, which need to be taken into consideration for interpreting its theoretical and 
empirical implications. While the limitations of each individual study are discussed in each 
paper, this section gives a brief overview of the limitation of the overall research. The selection 
of municipalities in Bangladesh as a research site may have influenced some of the findings. 
Local government organizations in Bangladesh although share many characteristics of other 
comparable developing countries may have other unique characteristics. This could result in 
research outcomes, which might be different when the context of the research site changes. 
Conducting the study in similar type local governments of other comparable countries would 
have been more reliable. However, this was not feasible considering the limitation of PhD 
research project.  
Even though a total of fourteen independent variables, two mediating variables and one 
moderating variable were examined under five individual studies to determine their influences 
on municipal financial conditions, still they represented only a subset of explanatory, mediating 
and moderating variables leaving the influences of other relevant variables unknown. This may 
be a limitation of this research, which needs to be taken into consideration while interpreting 
the empirical findings. Including other variables in the relevant models or investigating the 
studied variables in different combinations would have been more pertinent to derive a 
comprehensive understanding on the determinants of local governments’ financial conditions. 
This again was not possible given the limitation of PhD research.  
The municipalities that were selected for qualitative investigation in the fifth study were 
organizations agreed to participate. Likewise managers and elected leaders participated in the 
interview were also selected by the participating municipalities. This self-selected nature of 
sampling for the qualitative study could result in sample bias. The sample size for the 
quantitative studies could be another limitation. The variables for the quantitative studies were 
measured from primary data collected by conducting a survey and from secondary data 
collected from various municipal sources including financial statements, budgets and other 
reports. Such variables were measured for municipalities since entities of this research were 
organizations not individuals. Reponses from 93 municipalities collected from the survey was 
used which was relatively small compared to the sample size of other quantitative studies. 
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Moreover, measurement of the variables from survey data may be subjected to bias due to 
common responses. 
Finally, cross sectional data used in the studies except for the first study could be another 
limitation of this research. The effects of various socio-economic, demographic, managerial, 
organizational variables were examined for one fiscal year. Investing the impacts of such 
variables for a longer period would have added greatly to the understanding of both 
practitioners and academicians. This was however not possible due to the limitation of PhD 
research. 
The limitations above were mostly related to research site, variables selection, data types and 
collection, study duration, and others. Such limitations were unavoidable because delimitation 
on them was necessary to complete the studies in a reasonable time frame. Despite such 
limitations, this research as stated in previous section makes significant theoretical and 
practical contribution to the literature. However, future studies indicated in the following 
section can be undertaken to overcome the limitations of this research. 
Future studies can build on these researches and progress in a number of ways. Drawing on the 
first foundational study, further research can be undertaken to develop benchmarks to compare 
financial conditions and their various dimensions of individual municipal entity. Inclusion of 
other management control systems and the concomitant explanatory variables will further 
expand the scope of this study. There is a possibility of including different types of local 
government organizations and extending the database to comprise organizational factors over 
a number of years; such future studies will help to see a trend in local government financial 
conditions along with its contributing factors. Moreover, future studies can also look at similar 
issues with a sample of similar local governments from other developing countries; such a 
comparative study will help generalize the findings for local organizations in comparable 
developing countries. Additionally, future research can also be undertaken by investing the 
influences of the determinant factors by conducting a longitudinal study to have a better 
understanding on their long-term effects. Finally, further studies can also be undertaken on the 
financial sustainability as well as adaptation to climate change since these issues are very 
pertinent for local governments struggling to provide and maintain the level of services 
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